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Now in its 41st year, Oriental Financial Group provides a complete
~ range of banking=financial services in-Puerto-Rico, including consumer, -
__.commercial and mortgage lendmg checking and savings accounts;
financial planning, insurance, money management, and investment
-~ —brokerage;-and corpora'te'—an‘dwiﬂd—ivi:dual'-trustmanvd» retirement products -
- rand programs

The Group dlstmgwshes itself based on quahty, mdnvnduallzed service,
with marketing focused on professionals and owners of small and mid-
sized businesses, and aspiring individuals and families, segments that
have been largely underserved.

With $7.2 billion in total assets owned and under management (June

~-30, 2005), Oriental-operates 24 financial centers.in Puerto Rico, and a
wholly owned subsidiary, Caribbean Pension Consultants, Inc., based in .
Boca Raton, FL




In the 41 years Oriental Finah&i‘él‘Gr«oup‘lnc.

has been serving Puerto Rico, we have become =

known for our innovative financial solutions.
Oriental pioneered investment and retirement
products, ranging from CDs indexed to the S&P,
IRAs and Keoagh plans to 401(k)s. Today, at
the start of our fifth decade, Oriental provides
a broad array of products and services as
we move aggressively to position
ourselves as a full service
banking-financial institution.

What distinguishes Oriental

is our focused approach,

and the opportunities we see
ahead. The Commonwealth of
Puerto Rico embraces a vibrant
economy. Itis distinguished

by a thriving center of successful
professionals — physicians, dentists,
lawyers, accountants, architects and
others; industrious middle

market companies; and aspiring individuals
and families who want to buy a home, put
their children through college, or plan for their
retirement.

These groups represent Puerto Rico’s future.
Our blueprint for growth is based on directing
our efforts to better serve these promising and
largely untapped markets. With an unusually
deep and highly experienced executive team,
we are providing a true, one-stop service

to meet the broad spectrum of our target
markets’ banking and financial needs. We
have the know-how and the ability to get
things done, and we are continuing to invest
in highly qualified people; the right technology,
products and services; and a growing network
of banking centers, becoming even more of an
ally to our customers. e

. José Rafael Ferndndez
President and Chief Executive Officer , <
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In fiscal 2005, similar to how it affected other
financial institutions, the Federal Reserve
Board's 225 basis point increase in the
discount rate caused interest costs to rise, in
our case, by 33.3% for the year. At the same
time, a flattening of the yield curve held down
longer term rates worldwide. We continued
with our strategy to buy quality U.S. and
Puerto Rico bonds to maintain the value of
securities in our investment portfolio.

There was a 64 basis point decline in the
spread between our interest income and
interest expense, which adversely affected

net interest income in the second half of the
year. We retained profitable securities, to
build recurring interest income going forward,
but significantly reducing gains on sale, a
source of non-interest income in previous
years. Investment banking fees and related
brokerage commissions were adversely affected
by the election year slowdown in Puerto

Rico government and municipal fixed income

02 03 04 05

offerings. We also had a significant increase in
non-interest spending related to implementing
section 404 of the Sarbanes-Oxley Act on
corporate governance and responsibility.

Nonetheless, Oriental remained solidly
profitable. Net income available to common
shareholders marked our second best yearly
performance, totaling $51.8 million, compared
with the previous fiscal year's record $59.4
million. With 6% more shares outstanding,
earnings per diluted common share amounted
t0 $2.05, versus $2.51 last year. Dividends
increased 7.8%, to $0.55 per share, compared
to fiscal 2004.



DEPOSITS

$in thousands

Building for the Future

As we begin fiscal 20086, signs are that the
Federal Reserve Board is likely to continue
to.increase short-term rates. We have taken

steps to ease the impact, where possible, while

strategically positioning Oriental for a bright”

future. Our efforts are.focused-on speeding our

transition to becoming more of a traditional
financial institution engaged in lending
activities, through the following activities:

* More rapid loan growth with an emphasis
on variable rate lending, in order to provide
greater asset flexibility in a rising rate
environment.

e Continuing to grow lending through our

targeted commercial, consumer and mortgage

production.

e Revitalizing financial service production, and
further increasing bank service revenues.

~® Growing deposits faster, which will assist

us in reducing our reliance on other short-
term funding sources and lessen our liability
sensitivity.

* Increasing the number of financial centers

we operate in Puerto Rico, to better reach our
target markets, help increase interest and non-
interest income, and enlarge our deposit base.

* Redlicing non-interest expenses to less than
$60 million through a plan that has already
been initiated, while we continue to enhance
our products and services,

STOCKHOLDERS' EQUITY
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New Products, Services &
Distribution

Loan growth is one of Oriental’s key objectives.
Loans today represent 21.9% of our interest
earning assets. Our long-term target is
doubling that to 40% of what we expect will
be a much larger base of interest earning
assets. In growing loans, we are emphasizing
variable rate products, which, at year-end fiscal
2005, equaled 25.4% of our loan portfolio,
compared t0 8.1% a year ago. Our near-term
target is to increase variable loans to 30% of
our portfolio.

In fiscal 2005, we revitalized Oriental Mortgage
under a new, highly experienced executive.

In addition to increasing production, we are
streamlining the business, significantly reducing
the time it takes to get a [oan. As an example
of Oriental’s superior service, our mortgage
planners handle all aspects of residential
lending, from origination to final closing, unlike
other Puerto Rico financial institutions. In
fiscal 2006, we will be rolling out a program
that provides our mortgage planners with
wireless laptops and “instant pre-approval”
software, enabling them to work more closely
with customers in the field, and close quality
loans faster. We also plan to build alternative
marketing channels through telemarketing

and the Internet, where we will be launching a

NET INCOME AVAILABLE TO

COMMON SHAREHOLDERS
$ in thousands
$59,451
@ —— ——— _
$51,810
P 33_

modified version of our “instant pre-approval”
technology on our website. Our goal is
continued growth in preduction and in the size
of our mortgage portfolio, which ended the
year at $743.6 million, 13.2% greater than in
fiscal 2004,

Likewise, commercial and consumer iending
has been infused with riew vitality as we
venture deeper into core banking services, but
with the Oriental touch. Last year, commercial
loan production increased 61.3%, to $90.9
million, and consumer loan production more
than tripled, to $21.7 million. At year-end,
commercial loans totaled nearly $130.0
million, a yearly gain of 58.8%, and our
consumer loan portfolio, at $30.0 million, was
62.2% greater than a year earlier. In fiscal
2005, we opened our first commercial loan
office outside of corporate headquarters. In
fiscal 2006, we look forward to continued
strong production and portfolio growth. To
support this effort, we will be introducing new
commercial checking account services, both in
the branches and onlire, and new consumer
lending products, such as a Home Equity Line
of Credit (HELOC).




Production of non-interest fee income is
another key strategy. Our long-term goal for
non-interest income is growth of 15-20%
annually and for it to cover at least 80% of
non-interest costs. In addition to expanding
our banking services, in fiscal 2006 we will

be broadening our financial offerings. In
investment banking, we are encouraged by
our pipeline of government and municipal
offerings. In our brokerage business, we
introduced a proprietary money market fund,
tax advantaged for Puerto Rico residents. Just
as our Amiga checking accounts with overdraft
privileges and our Oriental Preferred banking
solutions have hit a chord with consumers and
professionals, respectively, our Oriental Wealth
Management program, designed to assist
clients badly pressed for time because of the
demands of their business, is finding increasing
demand.

Life, property and casualty insurance and
annuity products are becoming increasingly
important lines of business. The personal
trust business is coming into its own, as we
develop innovative ways to provide customers,
in particular professionals, with new ways

to protect their assets and provide estate
planning and other solutions. Last year, we
continued to convert IRA CD customers to our
actively managed [RA account, which is able
to more rapidly respond to changes in the
stock and bond markets, and we continued

to add 401(k) and Keogh accounts at a faster
rate than in the last three years. Through our
wholly owed subsidiary, Caribbean Pension
Consultants, based in Boca Raton, FL, we are
providing important relief for automating the
arduous task of administering individual and
corporate pension programs.
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Our Strengths

In achieving our goals, we believe we have
significant advantages.

Brand

With a record $1.8 billion in trust assets
managed, $1.1 billion in broker-dealer
assets, and $1.3 bitlion in deposits,
Oriental is one of the two largest providers
of retirement investments in Puerto

Rico. Through our lending and personal
trust business, we have extended that
brand, becoming known as the bank for
professionals and middle market businesses
and aspiring two income families.

Capital Structure

We have a strong base of $341.2 million
in capital that exceeds requirements for
leverage capital, Tier 1 risk-based capital
and total risk-based capital, and provides
Oriental with the resources to support our
business plan. In fact, we have one of
the best capital ratios among Puerto Rico
banks.

Credit Quality

Oriental’s credit quality is excellent. More
than 90% of our loans are collateralized
by real estate, which in Puerto Rico has
proven an exceptional investment. In

a market where demand for housing
continues to outstrip supply, most of our
loans are residential mortgages. Here, too,
we have one of the highest levels of loan
collateralization among the Island’s banks.

Management Team

We also have one of the strongest and
versatile management teams in Puerto Rico
banking. Collectively, our team has an
average of at least 20 years experience in
various banking sectors. Some of us have
been with Qriental mare than a decade.
Others joined Oriental from international
banks with operations in Puerto Rico, or
from competitors and Government financial
organizations.

We have expanded our brand, becoming
known as the bank for professionals and
middle market businesses and aspiring
two income families.



- growth and shareholder value.
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In January 2005 |was appomted President =TI -
and Chief Executive Officer; havnng spent v;;f = —
the prewous 15 years at the” Company T
“in-various- posmonS‘mcludmg helping'to— -
* build our prominent positien in the Puerto”

" Rico retirement field: 1 am honored-by the— S

confidence placed in me.

Oriental was on a solid course prior to my

appointment, and we expect to continue

moving forward. Our program is designed to -

enlarge our loan, banking and deposit activity;

to broaden our brokerage, insurance, wealth

- --management, asset protection and-retirement
services; and toreduce expenses.-We are
focused on improving profitability, resuming

| orowth and bmidlng shareholder-value:_

,the future remains bright, indeed.

~ Sincerely,

ool T

(/= José Rafael Fernandez -~ -

VP;esiioent- and Chief Executive Officer

#e are focused on improving protitablily,

e e et i i oA et e [N

To enhance that effort the Board of Directors
’ approved a new share buy back program® '
of $12.1 miltion of Oriental's outstanding
common stack. The board also approved a
change in our fiscal year, which had ended June
30, to a calendar year, which ends December
31, in line with other Puerto Rico banks.

" The success we have achigved to date is due
to the confidence placed in us by our clients,
" and the commitment of our employees, for
“which we are very appreciative. We also wish
to-thank-the Board-of-Directors for-theirmany .
contrlbutlons “and our shareholders for their
continuing support. With a strong financial
position and our continued dedication and
commitment to providing excellent financial
services, the outlook for Oriental’s blueprint for
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Selected Financial Data

Five-year period ended June 30, 2005 (In thousands, except per share data)

EARNINGS: June 30,2005  June 30,2004  June30,2003  June 30,2002 June 30,2001
Interest income $ 189,312 $ 164,385 $ 151,746 $ 141,695 $ 120,344
Interest expense 102,899 77,174 77,335 82,695 91,281
Net interest income 86,413 87.211 74,411 59,000 29,063
Provision for loan losses 3,315 4,587 4,190 2117 2,903
Net interest income after provision for loan losses 83,098 82,624 70,221 56,883 26,160
Non-interest income 34,885 46,034 39,039 31,250 20,383
Non-interest expenses 63,020 53,432 53,656 48,962 39,228
Income before taxes 54,963 69,226 55,604 39171 1,315
Income tax henefit (expense} 1,649 (5,577) (4,284) {720) 1,318
Income before cumulative effect of change in accounting principle 56,612 63,649 51,320 38,451 8,633
Cumulative effect of change in accounting principle, net of tax - - - - (164)
Net Income 56,612 63,649 51,320 38,451 8,469
Less: dividends on preferred stock {4,802) {4,198) (2,387) (2,387) (2,387)
Net income available to common shareholders $ 51810 $ 59,451 $ 48933 $ 36064 $ 6,082
PER SHARE AND DIVIDENDS DATA (1)
Basic EPS before cumulative effect of change in accounting principle $ 2.1 $ 2.65 $ 232 $ 1.74 $ 0.30
Basic EPS after cumulative effect of change in accounting principle $ 211 $ 2.65 $ 2.32 $ 1.74 $ 0.29
Diluted EPS before cumulative effect of change in accounting principle 3 2.05 $ 249 $ 215 $ 1.63 $ 0.29
Difuted EPS after cumulative effect of change in accounting principle $ 2.05 § 249 $ 215 $ 1.63 $ 0.28
Average common shares outstanding 24,571 22,394 21,049 20,738 20,867
Average potential common share-options 687 1,451 1,683 1,408 m
Average shares and shares equivalents 25,258 23,845 22,732 22,146 21,608
Book value per common share $ 10.97 $ 9.36 $ 1.87 $ 6.38 $ 3.84
Market price at end of year $ 15.26 $ 2461 $ 123 $ 16.76 3 .42
Cash dividends declared per common share $ 0.55 $ 0.51 $ 0.45 $ 0.38 $ 0.36
Cash dividends declared on common share § 13522 $ 1,428 $ 9,415 S 7,840 $ 7533
{1) Per share related information has been retroactively adjusted to reflect stock splits and stock dividends, when applicable.
YEAR END BALANCES (as of June 30,): 2005 2004 2003 2002 2001
Trust assets managed $ 1,823,292 $ 1,670,651 § 1670437 $ 1,382,268 $ 1,844534
Broker-dealer assets gathered 1135115 1,051,812 962,918 1,118,181 1,002,253
Assets managed 2,958,407 2,722,463 2,633,356 2.500,449 2,446,787
Assets owned 4,250,652 3,725,695 3,040,551 2,485,393 2,033,706
Total financial assets managed and owned $ 7,209,059 $ 6,448,158 $ 5,673,907 $ 4,985,842 $ 4,480,493
Investments and loans
Investments $ 3,231,580 $ 2,846,750 $ 2,232,330 $ 1,757,435 $ 1,459,991
Loans and leases {including loans held-for-sale), net 907,391 743,456 728,462 576,770 452,579
Securities sold but not yet delivered 1,034 47,312 1,894 71,750 14,108
$ 4,140,005 $ 3631518 § 2,962,686 $ 2,405,955 $ 1,936,678
Deposits and Borrowings
Deposits $ 1,252,897 $ 1,024,343 $ 1,044,265 $ 968,850 $ 815,538
Repurchase agreements 2,191,756 1,895,865 1,400,598 396,869 915,471
Other borrowings 399,476 387,166 181,083 259,283 165,000
Securities and loans purchased but not yet received 22,172 89,068 152,219 56,195 -
$ 3,866,301 $ 3,396,448 $ 2,778,165 $ 2,281,197 $ 1,896,009
Stockholders’ equity
Preferred equity $68,000 $58,000 $33,500 $33,500 $33,500
Common equity 273,167 226,667 168,180 132,929 79,990
$ 341,167 $ 294,667 $ 201,680 $ 166429 $ 113490
Capital ratios
Leverage capital 10.65% 11.24% 8.19% 1.80% 6.68%
Tier 1risk-based capital 38.83% 37.98% 24.48% 21.76% 19.53%
Total risk-based capital 39.39% 38.69% 25,00% 22.10% 19.96%
SELECTED FINANCIAL RATIOS AND OTHER INFORMATION:
Return on average assets (ROA} 1.39% 191% 1.88% 167% 0.49%
Return on average common equity {ROE) 20.15% 34.64% 31.33% 32.47% 1.85%
Equity-to-assets ratic 8.03% 1.91% 6.63% 6.70% 5.58%
Efficiency ratio 54.01% 49.61% 51.35% 57.22% 72.06%
Expense ratio 0.83% 0.85% 0.99% 1.04% 0.85%
interest rate spread 2.00% 2.64% 2.9% 2.59% 1.52%
Number of financial centers 24 23 23 21 20




Management’s Discussion and Analysis
of Financial Condition and Results of Operations
For the Year ended June 30, 2005

OVERVIEW OF FINANCIAL PERFORMANCE

_ Comparison of year ended June 30, 2005 and year ended June 30, 2004:

The Group’s diversified mix of businesses produces both the interest income traditionally associated with a banking institution and non-

.- Interest income traditionally associated with a financial services institution {generated by such businesses as securities brokerage, fiduciary
services, investment hanking, insurance and pension administration). Although all of these businesses, to varying degrees, are affected by
interest rate and financial markets fluctuations and other external factors, the Group’s commitment is to produce a balanced and growing
revenue stream.

During fiscal 2005, the Group continued expandingits executive managementteam and strengtheneditsbanking and financial service franchise.
The Group continued with The Oriental Way program to deliver weorld-class products and services, targeting the personal and commercial
needs of Puerto Rico’s professionals and owners of small and mid-sized businesses. The results of these efforts reflected continued growth in
commercial loans, an improvement in mortgage loans in the last hailf of the year, and tight control over non-interest expenses.

For fiscal 2005, net income was $56.6 million, a decrease of 11.1% compared with $63.6 million reported in fiscal 2004. Earnings per diluted share
decreased 17.7% to $2.05, compared to last year’s $2.49 per share. Net income for the quarter ended June 30, 2005, was $6.4 million, a decrease
of 61.8% compared with net income of $16.9 million reported in the quarter ended June 30, 2004. Earnings per dilutad share decreased 61.2% to
$0.26, compared to last year's $0.67.

The diluted per share calculations for fiscals, 2005, 2004 and 2003 have been adjusted from previous reported figures to take into account additional
incentive stock options required to be issued by the anti-dilution provisions of employment agreements with certain executives. The contractual
provisions required the Group to adjust stock options granted to certain executives pursuant to their employment agreements to avoid any form
of dilution, including dilution resulting from stack dividends, and additional offerings of common stock by the Group. Although all stock options
granted to such executives had been adjusted pursuant to the anti-dilution provisions of the Group's incentive stack option plans to account for
stock dividends, the stock options granted to them pursuant to their employment agreements had not been adjustad as contractually mandated
for additional events of dilution, such as the Group's issuance of common stack in 2004, the quarterly cash dividends declared on its common
stock, and the granting of stock options from time to time to other participants under the Group's incentive stock option plans.

- - -After an.evaluation on the merits, the Compensation Committee of the Group's Board of Directors determined during the fourth quarter of fiscal

2005 that such executives were entitied to additional options for the implied value of their exercised options by crediting them the amount

of such implied value upon future exercises of stock options granted under the Group's incentive stock option plans and by issuing to each

executive the number of additional stock aptions required to account for the events of dilution with respect to unexercised options granted

to them under their employment agreements. The excess price paid was adjusted as a debit to additional paid-in capital, and the additional
stock options granted was accounted for as usual according to GAAPR.

As a result of the Compensation Committee’s evaluation, the Group has increased the number of options used in the calculation of fully diluted
shares by 363,325 for the first three quarters of fiscal 2005 and for fiscals 2004 and 2003, which represents the Group’s calculation of the
additional options affecting these periods. The effectis to reduce diluted per share results by approximately onz cent per share for fiscal 2005
and four cents per share for each fiscal year, commencing with fiscal 2003. See note 2 to the consolidated financial statements.

The Group maintains an outstand?ihg return on equity {netincome to average comman equity) and a superior return on assets (net income to
average assets) when compared to its peer group. Return on commen equity (ROE) and return on assets (ROA) for fiscal 2005 were 20.15%
and 1.39%, respectively, which represent a decrease of 41.8% in ROE, from 34.64% in fiscal 2004, and a decrease of 27.2% in ROA, from 1.91%
in fiscal 2004.

Net interest income represented approximately 71% of the Group’s total revenues (defined as net interest incoime plus non interest income) in
fiscal 2005. For fiscal 2005, net interest income was $86.4 million, a decrease of 0.3% fram the $87.2 million recorded for fiscal 2004. For the quarter
ended June 30, 2005, net interest income decreased 14.7% to $19.3 million, compared with $22.6 million recorded in the quarter ended June 30,
2004. Higher interest income on ingreased investment securities volume was offset by lower average yields on such investments and higher
interest rates on borrowings. Interest rate spread for fiscal 2005 was 2.00% compared to 2.64% in the prior year. Investment yields declined as
— ~the Group-continued to reposition.the partfolio, shifting into shorter-term government securities and away from longer-term, mortgage-backed
securities. At June 30, 2005, interest earning assets increased 13.8% to $4.140 billion compared to June 30, 2004, reflecting a 13.5% increase in
investments to $3.232 billion, which consisted mainly of AAA rated martgage-backed securities and U.S. government and agency obligations.
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The provision for loan losses for fiscal 2005 decreased 27.7% to $3.3 million from $4.6 million for fiscal 2004 reflecting lower foss reserve
requirements related to the stabilization of commercial and consumer loan business in fiscaf 2005. Based on an analysis of the credit quality
and the compaosition of the Group's loan pertfolio, management determined that the provision for the year ended June 30, 2005 was adequate
in order to maintain the allowance for loan losses at an appropriate level, even though the loan portfolio increased from $745.2 miltion as of
June 30, 2004 to $895.2 million as of June 30, 2005 {a 20.1% increase) and there was an increase in the net credit losses from $2.1 million for
the year ended June 30, 2004 to $4.4 million for the year ended June 30, 2005 {an increase of 111.7%). The main reason for the decrease in the
provision is that during the year ended June 30, 2004, management charged against earnings the provision for the possible losses on certain
nonperforming loans which were in the process of evaluation. During the year ended June 30, 2005, these loans or portions thereof were
charged-off against the allowance established in the previous fiscal year since such loans or the portions thereof were determined t¢ be
uncoliectible. The increase in the loan portfolio is mainly related to new high quality and well collateralized loans which do not require large
amounts of allowance for loan losses.

Non-interest income represented approximately 29% of the Group's total revenues (defined as net interest income plus non interest income)
in fiscal 2005. For fiscal 2005, non-interest income decreased 24.2% to $34.9 million from $46.0 million a year earlier. Performance in the year
reflects increases in banking service revenues, totally offset by decreases in revenues from financial services, investment banking activities,
and securities, derivatives and trading activities. Total non-interest banking and financial services revenues decreased 8.0% to $29.9 million in
fiscal 2005 compared to $32.5 million in fiscal 2004. Banking service revenues increased 8.2% to $7.8 million compared to $7.2 million in fiscal
2004. Financial service revenues {commissions and fees from securities brokerage, investment banking, insurance and fiduciary activities)
decreased 18.4% to $14.4 million compared to $17.6 million in fiscal 2004.

For fiscal 2005, mortgage-banking revenues were $7.8 million reflecting an increase of 0.7% when compared with $7.7 million for the previous
fiscal year. Such increase in mortgage revenues resulted from higher gains on sale of whole-loans in the open market.

Non-interest expenses for fiscal 2005 increased 6.0% to $63.0 million, compared to $59.4 million in the previous fiscal year, reflecting tight cost
controls. The increase was mainly due to increases in professional and service fees, in part due to the impact of the requirements of the
Sarbanes-Oxley Act, and the salaries increment of 2%. The Group's efficiency ratio in fiscal 2005 was 54.01%, compared to 49.61% a year
earlier. The Group computes its efficiency ratio by dividing operating expenses by the sum of net interest income and recurring non-interest
income, but excluding gains on sale of investment securities.

Total Group financial assets {including assets managed by the trust department, the retirement plan administration subsidiary, and broker-
dealer subsidiary) increased 11.8% to $7.2 billion as of June 30, 2005, compared to $6.4 billion as of June 30, 2004. Assets managed by the
Group's trust department, the retirement plan administration subsidiary, and the broker-dealer subsidiary increased 8.7%, year-to-year, to $3.0
billion from $2.7 billion in fiscal 2004. This increase was primarily due to the equity market recovery impact on assets gathered by the Group’s
securities broker-dealer subsidiary as well as the development of new business and trust relationships throughout the year. The Group’s bank
assets reached $4.251 billion as of June 30, 2005, an increase of 14.1%, compared to $3.726 billion as of June 30, 2004. Major contributors to this
increase were the investment securities portfolio, which increased by 13.5% or $384.8 million, along with the loan portfolio, which increased
by $163.9 million or 22.1%.

On the liability side, total deposits increased by 22.3% from $1.024 billion at June 30, 2004, to $1.253 billion at June 30, 2005. This performance
reflects the Group's strategy of attracting longer-term checking and savings deposits from consumer, professional and commercial customers,
based on the Group's total capabilities to serve their needs. Total borrowings increased 13.5% from $2.283 billion at June 30, 2004, to $2.591 billion
at June 30, 2005. The increase in barrowings was concentrated in larger balances of repurchase agreements and federal funds purchased during
fiscal 2005. The increase in borrowed funds was used primarily to fund the Group's investment and loan portfolio growth.

The Group continued strengthening its capital base during fiscal 2005. Stockholders’ equity as of June 30, 2005 was $341.2 miltion, an increase of
15.8% from $294.7 million as of June 30, 2004. This increase reflects the impact of earnings retention.

Comparison of year ended June 30, 2004 and year ended June 30, 2003:

For fiscal 2004, net income was $63.6 million, an increase of 24.0% compared with $51.3 million reported in fiscal 2003. Earnings per diluted share
increased 15.8% to $2.49, compared to last year's $2.15 per share. Net income for the quarter ended June 30, 2004, was $18.1 million, an increase
of 27.1% compared with net income of $14.2 million reported in the quarter ended June 30, 2003. Earnings per diluted share increased 11.9% to
$0.66, compared to fast year's $0.59.

Earnings per share for the fiscal year and fourth quarter were affected by more average shares outstanding in both periads, as a result of the
Group’s March 2004 secondary offering of 1,955,000 commaon shares, which raised $51.6 miltion (net of expenses), and dividends paid on the Series
B Preferred Stock issued in September 2003, which raised $33.1 million {net of expenses). Excluding the effect of the new shares and the Series B
Preferred Stock dividend, earnings per share would have been higher by an additional $0.14 far the year and by an additional $0.08 for tha quarter,
and would have resulted in an earnings per share growth of 21.2% for fiscal 2004 and 22.4% for the fourth quarter compared to the corresponding
prior year periods.
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The Group maintained an outstanding return on equity {net income to average common equity) and a superior return on assets (net income
to average assets) when compared to its peer group. Return on common equity {ROE) and return on assets (ROA) for fiscal 2004 were 34.64%
- and 1.91%, respectively, which represent an increase of 10.6% in ROE, from 31.33% in fiscal 2003, and an increase of 2.0% in ROA, from 1.88%
in fiscal 2003.

Net interest income represented approximately 65% of the Group’s total revenues {defined as net interest income plus non interest incame} in
fiscal 2004. For fiscal 2004, netinterest income was $87.2 million, an increase of 17.2% from the $74.4 million recorded for fiscal 2003. For the quarter
ended June 30, 2004, net interest income increased 24.9% to $22.6 miflion, compared with $18.1 million recorded in the quarter ended June 30,
_2003. Results benefited from a larger volume of interest earning assets {investment and loans) partially offset by lower average yields. Interest
rate spread equaled 2.64% for fiscal 2004. At June 30, 2004, interest earning assets increased 22.8% to $3.637 billion compared to June 30, 2003,
reflecting a 27.5% increase in investments to $2.847 billion, which consisted mainly of AAA rated mortgage-backed securities and Puerto Rico
government agencies obligations.

The provision for loan losses for fiscal 2004 increased 9.5% ta $4.6 millian from $4.2 million for fiscal 2003 reflecting higher loss reserve requirements
related to the expanded commercial and consumer loan business in fiscal 2004.

Non-interest income represented approximately 35% of the Group's total revenues (defined as net interest income plus non interest inceme)
in fiscal 2004. For fiscal 2004, non-interestincome grew by 17.9% to $46.0 million from $39.0 million a year earlier. Key factors for such increase
included the success of the Group’s product and service marketing programs, the result of general improvement in equity markets, increased
underwriting activities, higher revenues from fiduciary service fees, and income generated by Caribbean Pension Consultants, Inc., which
was acquired in January 2003. Total non-interest banking and financial services revenues increased 14.2% to $32.5 million in fiscal 2004
compared to $28.5 million in fiscal 2003. Banking service revenues increased 20.1% to $7.2 million compared 1o $6.0 million in fiscal 2003.
~ Financial service revenues (commissions and fees from broker, insurance and fiduciary activities) increased 21.7% to $17.6 million compared
to $14.5 million in fiscal 2003.

For fiscal 2004, mortgage-banking activity revenue was $7.7 million reflecting a decrease of 3.8% when compared with $8.0 million for the
previous fiscal year. Such decrease in mortgage production was primarily due to the Group’s decision to temporarily moderate loan activity
based on fourth quarter market conditions, which also resulted in lower mortgage banking revenue.

Non-interest expenses for fiscal 2004 increased 10.8% to $59.4 million, compared to $53.7 million in the previous fiscal year. However, the Group's
efficiency ratic in fiscal 2004 improved to 49.61%, compared to 51.35% a year earlier. With the launch of its growth program, the Group incurred
higher outlays for human resources, technology and marketing, among others, during the first quarter of fiscal 2004.

Total Group financial assets {including assets managed by the trust department, the retirement plan administration subsidiary, and broker-
dealer subsidiary) increased 13.6% to $6.4 billion as of June 30, 2004, compared to $5.7 billion as of June 30, 2003. Assets managed by the
Group's trust department, the retirement plan administration subsidiary, and broker-dealer subsidiary increased 3.4%, year-to-year, to $2.7
billion from $2.6 billion.in fiscal 2003. This increase was primarily due to the equity market recavery impact on assets gathered by the Group’s
securities broker-dealer subsidiary. The Group’s bank assets reached $3.726 billion as of June 30, 2004, an increase of 22.5%, compared to
$3.040 hillion as of June 30, 2003. Major contributors to this increase were the investment securities portfalio, which increased by 27.5% or
$614.4 million, along with the loan partfalio, which increased by $15.0 million or 2.1%.

The Group continued strengthening its capital base during fiscal 2004. Stockholders” equity as of June 30, 2004 was $234.7 million, an increase of
46.1% from $201.7 million as of June 30, 2003. This increase reflects the impravement in netincome, net proceeds of $33.1 million from the issuance
of the Series B Preferred Stock in the first quarter of fiscal 2004 and $51.6 million, net of related expenses, from the issuance of 1,955,000 shares.
of common stock in the third-quarter of fiscal 2004, partially offset by the increase in the accumulated other comprehensive loss of $45.1 million,
mostly associated with an increase in unrealized losses on the securities available-for-sale portfolio from fiscal 2003 to fiscal 2004.

On the liability side, total deposits decreased by 1.9% from $1.044 billion at June 30, 2003, to $1.024 billion at June 30, 2004. The decrease in
depasits primarily reflects the Group's decision to cut back on certificates of deposit in favor of ather lower-cost funding sources. Total borrowings
increased 44.3% from $1.582 billion at June 30, 2003, to $2.283 biflion at June 30, 2004. The increase in borrowings was concentrated in larger
balances of repurchase agreements, Federal Home Loan Bank of New York advances and subordinated capital notes. The increase in borrowed
funds was used primarily to fund the Group’ investment and loan portfolio growth.
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Table 1

FISCAL YEAR-TO-DATE ANALYSIS OF NET INTEREST INCOME AND CHANGES DUE TO VOLURME/RATE:
Years ended June 30, 2005, 2004 and 2003

(Dotflars in thousands) Interest Average rate Average balance
A - TAX EQUIVALENT SPREAD 2005 2004 2003* 2005 2004 2003* 2005 2004 2003
Interest-earning assets $ 189,312 § 164385 $ 151,746 4.81% 5.19% 6.09% $3932822 § 3,168,832 § 2,493,382
Tax equivalent adjustment 42,411 35,223 52,898 1.08% 111% 2.12% - - -
Interest-earning assets - tax equivalent I3 189,608 204,641 5.85% 6.30% 8.21% 3932822 3,168,832 2,493,382
Interest-bearing liabilities 102,899 77174 77,335 281% 2.55% 3.18% 3659858 3026876 2,430,456
Tax equivalent net interest income / spread $ 128824 § 122434 § 121,306 3.08% 3.15% 5.03% $ 272964  $141,936 § 62926
Tax equivalent interest rate margin 3.21% 3.86% 511%
B - NORMAL SPREAD
Interest-earning assets:
Invsistments: "
nvestment securities $ 135710 § 113732 $ 100,905 4.41% 4.70% 5.61% $3074679 $2419,264 §1,799,458
Investment management fees (1,898) (1,685) (1,443) -0.06% -0.07% -0.08% - - -
Total investment securities 133,812 112,047 99,462 4.35% 4.63% 553% 3074679 2,419,264 1,799,458
Trading securities 8 4 502 1.21% 3.26% 4.86% 662 1,350 10,332
Money market investments 526 164 296 2.00% 1.53% 1.93% 26,242 10,714 15,345
134,346 112,255 100,260 4.33% 4.62% 5.49% 3101583 2,431,328 1825135
Loans (1):
Real estate (2) 45,943 46,467 45,848 6.57% 7.01% 7.54% 699,027 662,590 608,189
Commercial 6,674 3,336 2,958 6.14% 5.85% 1.31% 108,636 57,047 40,477
Consumer 2,349 2,321 2,680 9.96% 13.02% 13.69% 23,576 17,867 19,581

54,956 52,130 51,486 6.61% 1.07% 1.70% 831,239 737,504 668,247

189,312 164,385 151,746 4.81% 5.19% 6.09% 3932822 3,168,832 2493382

Interest-bearing liabilities:
Deposits:
Non-interest bearing deposits - - - - - 54,986 51,906 56,263
Now Accounts 900 818 1,054 1.05% 1.08% 1.69% 85,756 75,495 62,436

Savings 941 1,079 1,319 1.01% 1.22% 1.55% 93,218 88,568 84,874
Certificates of deposits 27,903 28,15 31,284 3.27% 3.38% 3.83% 854,337 831,167 816,197
29,744 30,012 33,657 2.73% 2.87% 330% 1,088297 1,042,136 1,019,770

Borrowings:

Repurchase agreements 49,746 17,805 17,362 2.29% 1.12% 150% 2174312 1,595,717 1,158,243
Interest rate risk management 10,131 17,744 16,141 0.47% 1.11% 1.39% - - -
Financing fees 647 469 331 0.03% 0.03% 0.03% - - -

Total repurchase agreements 60,524 36,018 33,834 2.78% 2.26% 292% 2174312 1595717  1,158243

FHLB advances 7,962 8,011 7,709 2.58% 2.63% 3.83% 308,930 304,547 201,360

Subordinated capital notes 4,318 2,986 1,926 5.98% 4.63% 5.34% 72,186 64,476 36,083

Term Notes kiki 147 209 2.11% 0.98% 1.39% 15,000 15,000 15,000

Other barrowings 34 - - 2.95% - - 1,183 - -

73,155 47,162 43,678 2.84% 2.38% 310% 251,561 1,979,740 1,410,686
102,899 VAL 77,335 2.81% 2.55% 318% 3,659,858 3,026,876 2,430,456
Net interest income / spread $ 86413 $ 87211 §$ 7441 2.00% 2.64% 291%
Interest rate margin 2.19% 2.75% 2,99%
Excess of interest-earning assets over
interest-bearing liabilities $272,864  $141,956 $62,926
Interest-earning assets over interest-bearing liabilities ratio 107.46% 104.69% 102.59%
C. CHANGES IN NET INTEREST INCOME DUE TO (3): Fiscal 2005 versus 2004 Fiscal 2004 versus 2003
Interest Income: Volume Rate Total Volume Rate Total
Leans (1) $ 6342 $ (3508) § 2,836 $ 5089 § (4445 § 644
Investments 29,383 (7,292) 22,091 29,710 (17,715) 11,995
35,725 (10,798} 24,927 34,799 (22,160} 12,639
Interest Expense:
Deposits 1,154 (1,422) (268) 883 (4,528) (3,645)
Repurchase agreements 21,598 2,908 24,506 14,581 {12,397) 2,184
Other borrowings 363 1,124 1,487 4,250 (2,950) 1,300
23,115 2,610 25,725 18,713 (19,874) (161)
Net Interest Income $ 12610 $ (13,408) $ (798) $ 15085 $ (2285} $ 12,800

* Certain adjustments were made ta conform figures to current period presentation.

(1) - Loan fees amounted to $2,430, $2,923 and $2,333 in fiscal 2005, 2004 and 2003, respectively.

{2} - Real estate loans averages include loans held-for-sale.

(3) - The changes that are not due solely to valume or rate are allocated an the proportion of the change in each category.



Met Interest income
Comparison of year ended June 30, 2005 and year ended June 30, 2004

Net interest income is affected by the difference between rates earned on the Group's interest-earning assets and rates paid on its interest-
bearing liabilities (interest rate spread) and the relative amounts of its interest-earning assets and interest-bearing liabilities (interest rate margin).
As further discussed in the Risk Management section of this report, the Group constantly monitors the composition and repricing of its assets
and hiabilities to maintain its net interest income at adequate levels. Table 1 shows the major categories of interest-earning assets and interest-
bearing liabilities, their respective interest income, expenses, yields and costs, and their impact on net interest incoma due to changes in volume
and rates.

Net interest income decreased 0.1%, to $86.4 millian in fiscal 2005, from $87.2 million in fiscal 2004. This decrease was due to a positive volume
variance of $12.6 million, offset by a negative rate variance of $13.4 million, as average interest earning assets increasid 24.1%, to $3.933 billion as
of June 30, 2005, from $3.169 bitlion as of June 30, 2004, while the interest rate margin declined 56 basis points, to 2.19% for fiscal 2005, from 2.75%
for fiscal 2004. The interest rate spread declined 64 basis points, to 2.00% in fiscal 2005, from 2.64% in fiscal 2004, due to a 38 basis point decline
in the average yield of interest earning assets to 4.81%, from 5.19%, in addition to a 26 basis point increase in the average cost of funds to 2.81%,
from 2.55%. The decline in the average yield of interest earning assets was primarily due to the purchase of securities with lower rates, reflecting
market conditions, prepayments of higher rate mortgage loans, and the repricing of adjustable and floating interest rate commercial loans. The
increase in the average cost of funds was primarily due to higher rates paid on repurchase agreements and other borrowings due to the impact
of the increases in short term borrowing rates.

Interest income increased 15.2%, to $189.3 million for fiscal 2005, as compared to $164.4 million for fiscal 2004, reflecting a 24.1% increase in the
average balance of interest earnings assets, to $3.933 billion in fiscal 2005, from $3.169 billion in fiscal 2004, partially offset by the decline in yield to
4.81%, from 5.19%. Interestincome is generated by investment securities, which accountad for 70.9%, and from loans, which accounted for 29.1%.
Interest income from investments increased 19.7%, to $134.3 million, due to a 27.6% increase in the average balarice of investments, to $3.102
biflion, partially offset by a 29 basis points decline in yield, to 4.33%, from 4.62%. The increase in investments reflects a 397.6% increase in U.S.
government and agency obligations, to $1.030 billion as of June 30, 2005, from $207.0 million as of June 30, 2004, partially offset by a 20.6% decrease
in mortgage-backed securitigs, to $1.960 billion as of June 30, 2005, from $2.487 billion as of June 30, 2004. interest income from loans increased
5.4%, to $55.0 miflion, due to a 12.7% increase in the average balance of loans, to $831.2 million, partially offset by a 46 basis points decling in yield,
10 6:61%, from 7.07%. The increase in loans. primarily reflects a 14.9% inerease in residential, non residential and home equity real estate loans, to
$762.3 million in fiscal 2005, from $662.4 million in fiscal 2004, and a 53.0% increase in commercial loans, reflecting the continued expansion of that
business, to $129.7 million in fiscal 2005, from $81.6 miflion in fiscal 2004. Approximately 90% of the commercial loans are secured by real estate.

Interest expense increased 33.3%, to $102.9 million in fiscal 2005, from $77.2 million in fiscal 2004, due to a 26 basis point increase in the average
cost of retail and wholesale funds, to 2.81% in fiscal 2005, from 2.55% in fiscal 2004. The increase is also due to the expansion of the average
interest-bearing liabilities to $3.660 billion, from $3.027 billion, in order to fund the growth of the Group’s investment and loan portfolios. The
average cost of retail deposits declined 14 basis points, to 2.73% in fiscal 2005, from 2.87% in fiscal 2004, and the average cost of wholesale funding
sources increased 46 basis points, to 2.84%, from 2.38%, substantially reflected in repurchase agreements, which increased 52 basis points, to
2.78% and subordinated capital notes which increased 135 basis points.

" Comparison of yéar ended June 30, 2004 and-year ended June-30, 2003:

Net interest income increased 17.2%, to $87.2 million in fiscal 2004, from $74.4 million in fiscal 2003. This increase was due to a positive volume
variance of $15.1 million, partially offset by a negative rate variance of $2.3 million, as average interest earning assets increased 27.1%, to $3.169
billion as of June 30, 2004, from $2.493 billion as of June 30, 2003, while the interest rate margin declined 24 basis points, to 2.75% in fiscal 2004,
from 2.99% in fiscal 2003. The interest rate spread declined 27 basis points, to 2.64% in fiscal 2004, from 2.91% in fiscal 2003, due to a 90 basis point
decline in the average yield of interest earning assets to 5.19%, from 6.09%, partially offset by a 63 basis point decline in the average cost of funds
t0 2.55%, from 3.18%. The decline in the average yield of interest earning assets was primarily due to the purchase of securities with lower rates,
reflecting market conditions, prepayments of higher rate mortgage loans, and the re-pricing of adjustable and floating rate commercial loans. The
decline in the average cost of funds was primarily due to reductions in rates paid on retail deposits, reflecting the prevailing lower interest rate
scenario, and to management’s decision to reduce the use of higher-cost, retail certificates of deposit in favor of lower-cost, wholesale funding
sources.

Interest income increased 8.3%, to $164.4 million in fiscal 2004, as compared to $151.7 million in fiscal 2003, reflecting a 27.1% increase in the
average balance of interest earnings assets, to $3.169 billion in fiscal 2004, from $2.493 billion in fiscal 2003, partially offset by the decline in yield
to 5.19%, from 6.09%. Interestincome is generated by investment securities, which accounted for 68.3%, and from loans, which accounted for
31.7%. Interest income from investments increased 12.0%, to $112.3 million, due te a 33.2% increase in the average balance of investments, to
$2.431 bitlion, partially offset by an 87 basis points decline in yield, to 4.62%, from 5.43%. The increase in investments reflects a 17.9% increase
in mortgage-backed securities, to $2.467 billion as of June 30, 2004, from $2.093 billion as of June 38, 2003, and a 209.8% increase in PR. and U.S.
government and agency obligations, to $322.3 million as of June 30, 2004, from $104.0 million as of June 30, 2003. Interest income from loans
increased 1.3%, to $52.1 million, due to a 10.4% increase in the average balance of loans, to $737.5 million, partiaily offset by a 63 basis points
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decline in yield, to 7.07%, from 7.70%. The increase in loans primarily reflects an 8.9% increase in real estate loans, to $662.4 million in fiscat 2004,
from $608.2 million in fiscal 2003, and a 40.9% increase in commercial loans, reflecting the initial expansion of that business, to $57.0 million in fiscal
2004, from $40.5 million in fiscal 2003. Approximately 90% of the commercial loans are secured by real estate.

Interest expense declined 0.21%, to $77.2 million in fiscal 2004, from $77.3 million in fiscal 2003, due to a 63 basis point reduction in the average
cost of retail and wholesale funds, to 2.55% for fiscal 2004, from 3.18% for fiscal 2003. This decline more than offset the cost of expanding interest-
bearing liabilities, to $3.027 billion, from $2.430 billion, in order to fund the growth of the Group’s investment and loan portfolios. The average cost
of retail deposits declined 43 basis paints, to 2.87% in fiscal 2004, from 3.30% in fiscal 2003, and the average cost of wholesale funding sources
declined 72 basis points, to 2.38%, from 3.10%, with the largest average cost reductions occurring in Federal Home Loan Bank of New York
advances, which dropped 120 basis points, to 2.63%, and in repurchase agreements, which dropped 66 basis points, to 2.26%.

Comparison of years ended June 30, 2003 and 2002:

For fiscal 2003, net interest income amounted to $74.4 million, up 26.2% from $59.0 million for the fiscal year ended June 30, 2002. This increase
was due to a positive volume variance of $7.7 million and a positive rate variance of $7.8 million that also, in part, resulted from the impact of an
additional Federal Reserve Board interest rate reduction, which resulted in a lower average cost of funds (3.18% for fiscal 2003 versus 3.95% in
the same period of fiscal 2002). At the same time, the Group continues its hedge strategy to lock its interest rate spread by increasing the volume
of interest rate swaps; see “Interest Rate Risk and Assets/Liability Management”.

The interest rate spread for fiscal 2003, improved 32 basis points to 2.91% compared with 2.53% for fiscal 2002. As previously mentioned, this
increase was mainly due to a decrease in the average cost of funds. Table 1 shows the major categories of interest-earning assets and interest-
bearing liabilities, their respective interest income, expenses, yields and costs, and their impact on net interest income due to changes in volume
and rates.

The Group’s interest income for fiscal 2003 increased 7.1% from $141.7 million reported in fiscal 2002, to $151.7 million. The increase in interest
income resulted from a larger volume of average interest-earning assets {$2.493 billion in fiscal 2003 versus $2.167 billion in fiscal 2002)
partially offset by a decline in their yield performance {6.09% in fiscal 2003 versus 6.54% in fiscal 2002).

Increase in interest-earning assets was concentrated on the investment portfolio and rea! estate foans, comprised mostly of residential
mortgage loans. The average volume of total investments for fiscal 2003 grew 12.8% ($1.825 biilion in fiscal 2003 versus $1.617 billion in fiscal
2002) when compared to the same periad a year earlier. This increase was concentrated in mortgage-backed securities, which increased
25.1% from $1.673 billion as of June 30, 2002, to $2.093 billion as of June 30, 2003. Likewise, the average volume of real estate loans grew
by 22.7% for fiscal 2003 (from $495.6 million in fiscal 2002, to $608.2 million in fiscal 2003), along with an increase in the average volume of
commercial loans that grew by 29.1% in fiscal 2003, when campared with the same period in fiscal 2002 {$40.5 million in fiscal 2003 versus $31.3
million in fiscal 2002.) Most of the commercial loans are secured by real estate.

The average yield on interest-earning assets was 6.09%, 45 hasis points lower than the 6.54% in fiscal 2002, The yield dilution experienced in
fiscal 2003 was caused by the expansion of the Group’s mortgage-backed securities investment portfolio, which carries a fower yield than the
loan portfolio but provides less risk and generates a significant amount of tax-exempt income (see "Tax Equivalent Spread” on Table 1).

interest expense decreased for fiscal 2003 by 6.6% {to $77.3 million in fiscal 2003, from $82.7 million in fiscal 2002). A tower average cost
of funds (3.18% for fiscal 2003 versus 3.95% for fiscal 2002), drove this decrease. Larger volumes of borrowings and deposits, which were
necessary to fund the growth of the Group’s investment portfolio, caused an increase in average interest-bearing liabilities. See Table 1 far
the impact on interest expense due to changes in volume and rates.

The cost of short-term financing continued to fall over the course of fiscal 2003. The average cost of barrowings for fiscal 2003 decreased 93
basis points {from 4.03% in fiscal 2002, t0 3.10% in fiscal 2003). The largest average reduction was in repurchase agreements, which decreased
106 basis points from 3.98% in fiscal 2002, to 2.92% in fiscal 2003.



{Dollars in thousands) 2005 2004 Variance % 2003
Martgage banking activities $ 1,774 $ 7,718 0.7% $ 8,026
Commissions and fees from fiduciary, brokerage, investment banking, and insurance activities 14,371 17,617 -18.4% 14,472
Non-hanking service revenues 22,145 25,336 -12.6% 22,498
" Fees on deposit aceounts R 4,858 4,887 -0.6% 4,075
" Bank service Eharges andcommissians' 2,078 2,037 2.1% 1,625
Other operating revenues 815 241 238.2% 268
Banking service revenues 7752 1,165 8.2% 5,968
Securities net activity 7446 13,414 -44.5% 14,223
__ Derivatives net gain (loss) (2.811) n -25664.6% {4,061)
Trading net gain fioss) - o - . {15} 2 -171.4% 571
Securities, derivatives and trading activities 4,620 13,446 -65.6% 10,733
Other non-interest income 368 87 323.0% (160)
Total non-interest income $ 34885 $ 45034 -24.2% $ 39,039
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Table 2

MON-INTEREST INCOME SUMMARY
Three-year period ended June 30, 2005

Non-interest income

Comparison of year ended June 30, 2005 and year ended June 30, 2004:

Non-interestincome is affected by the amount of securities and trading transactions, the level of trust assets under management, transactions
generated by the gathering of financial assets and investment activities by the broker-dealer subsidiary, the level of mortgage banking
activities, deposit accounts and insurance products. As shown in Table 2, non-interest income for fiscal 2005 decreased 24.2%, from $48.0
million to $34.9 million, when compared to fiscal 2004.

One of the main components of non-interest income is mortgage-banking activities. Such income increased 0.7% in fiscal 2005 {from $7.7
million in fiscal 2004, to $7.8 millicn in fiscal 2005), in relation to an increase of 21.7% in residential mortgage toan production {from $331.5
million in fiscal 2004, to $404.6 million in fiscal 2005). This increase in mortgage production was primarily due to the purchase of loans to third-
party investors amounting to $153.8 million compared to $1.0 million last year.

Commissions and fees from fiduciary activities and commissions and fees from securities brokerage, investment banking and insurance
activities decreased 11.5% and 25.1%, respectively, to $7.6 million and $6.7 million in fiscal 2005, from $8.6 million and $9.0 million in fiscal 2004.
Decrease forthe year reflected temporarily reduced market for public finance activities in Puerto Rico which affects revenues from brokerage
and investment banking activities in the local retail public finance market.

Bank service revenues, which consist primarily of fees generated by deposit accounts, electronic banking and customer services, continued
with anincrease of 8.2% (to $7.8 million in fiscal 2005, from $7.2 million in fiscal 2004) mainly driven by the strategy of strengthening the Group's
banking franchise by expanding its ability to attract deposits and build relationships with individual, professional and commercial customers
through aggressive marketing and the expansion of our sales force.

Securities, derivatives and trading activities decreased 65.6% in fiscal 2005 (to a net gain of $4.6 million in fiscal 2005 from a net gain of $13.4 in
fiscal 2004), mainly affected by negative resuits in derivative activity which reflected a loss during fiscal 2005 (loss of $2.8 million in fiscal 2005,
compared to 811,000 net gain in fiscal 2004). Securities and trading net activity alsc decreased when compared to previous fiscal 2004.

Securities net activities showed a 44.5% decrease from a net gain of $13.4 million in fiscal 2004, to a net gain of $7.4 million in fiscal 2005, while

__trading net activities revenues showed a decrease of 171.4% to anet Ioss of$15 000 in fiscal 2005, compared to a net gain of $21,000 in fiscal

market due to the higher short t term rates.

Derivative activities resulted in unrealized losses of $2.8 million for fiscal 2005; while for fiscal 2004 the unrealized gain amounted to $11,000.

These fluctuations are related to the mark-to-market of derivative instruments which we expect to continue improving as interest rates go up.
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Comparison of year ended June 30, 2004 and year ended June 30, 2003:

Non-interest income for fiscal 2004 increased 17.9%, from $39.0 million to $46.0 million, when compared to fiscal 2003.

Commissions and fees from fiduciary activities and commissions and fees from securities brokerage and insurance activities, two of the main
components of non-interest income, increased 25.3% and 18.5%, respectively, to $8.6 million and $9.0 million in fiscal 2004, from $6.9 million
and $7.6 million in fiscal 2003. Growth for the vear reflected the general improvement in equity markets, increased underwriting activities,
higher service fees in fiduciary activities, and income generated by CPC the retirement plan administration subsidiary, which was acquired
in January 2003.

Another component of non-interest income is mortgage-banking activities. Such income decreased 3.8% in fiscal 2004 (from $8.0 million in
fiscal 2003, to $7.7 million in fiscal 2004), in relation to a decrease of 8.0% in residential mortgage loan production {from $357.0 million in fiscal
2003, to $328.8 million in fiscal 2004). Such decrease in mortgage production was primarily due to the Group’s decisionte temporarilymoderate
home loan activity based on fourth quarter market conditions, which also resulted in lower mortgage banking revenues.

Bank service revenues, which cansist primarily of fees generated by depasit accounts, electronic banking and customer services, continued
with an increase of 20.1% (to $7.2 million in fiscal 2004, from $6.0 million in fiscal 2003}, mainly due to a 19.9% increase in fees on depasit
accounts, from $4.0 million for fiscal 2003, to $4.9 million in fiscal 2004. This increase in bank service revenues was mainly driven by an
increase in the fees on deposit accounts mostly overdraft fees related to the bank overdraft privilege program attached to consumer depaosit
accounts and the success of the Group’s product and service marketing programs. Bank service charges and commissions increased 25.4%
to $2.0 million in fiscal 2004 from $1.6 million in fiscal 2003. Most of this increase was related to higher transactional volume in The Bank's debit
and credit cards.

Securities, derivatives and trading activities increased 25.3% in fiscal 2004 {to a net gain of $13.4 million in fiscal 2004 from a net gain of $10.7
in fiscal 2003), mainly driven by a positive results in derivatives activity which carried a substantial loss during fiscal 2003 {from $4.1 million
net loss in fiscal 2003, to $11,000 net gains in fiscal 2004). Securities and trading net activity slightly decreased when compared to previous
fiscal 2003.

Securities net activities showed a 5.7% decrease from a net gain of $14.2 million in fiscal 2003 to a net gain of $13.4 million in fiscal 2004, while
trading net activities revenues showed a decrease of 96.3% to a net gain of $21,000 in fiscal 2004, compared to a net gain of $571,000 million in
fiscal 2003. As in fiscal 2003, this decrease in trading net activities revenues is mainly due to a substantial decrease in the average volume of
trading portfolio. The average trading portfolio dropped from $10.3 million in fiscal 2003 to an average of $1.4 million in fiscal 2004.

Table 3

NON-INTEREST EXPENSES SUMMARY
Three-year period ended June 30 2005

(Dollars in thousands) 2005 2004 Variance % 2003
Compensation and employees' benefits $ 26,663 $ 24579 8.5% $ 20,563
Occupancy and equipment 10,583 9,639 9.8% 9,079
Advertising and business promation 6,506 7,466 -12.9% 7,052
Professional and service fees 6,994 5,631 24.2% 6,467
Communication 1,630 1,849 -11.8% 1,671
Loan servicing expenses 1,721 1,853 -6.8% 1,775
Taxes, other than payroll and income taxes 1,836 1,754 4.7% 1,558
Electranic banking charges 2,075 1,679 23.6% 1,244
Printing, postage, stationery and supplies 891 1121 -20.5% 1,038
Insurance, including deposits insurance 767 791 -3.0% 736
Other operating expenses 3,348 3,070 9.1% 2,475
Total non-interest expenses $ 63,020 $ 59,432 6.0% $ 53656
Relevant ratios and data:
Non-interest income to Non-interest expenses ratio 55.36% 71.45% 72.76%
Efficiency ratio 54.01% 49.61% 51.35%
Expense ratio 0.83% 0.85% 0.98%
Compensation and benefits to non-interest expenses 42.3% 41.4% 38.3%
Compensation to total assets 0.63% 0.66% 0.68%
Average compensation per employee (annualized) $50.4 $45.1 $40.6
Average number of employees 529 545 506
Bank assets per employee $ 8035 $ 6836 $ 6009

Total workforce:

Banking operations 426 454 423
Trust operations 52 52 57
Brokerage and Insurance operations 42 20 33

Total workforce 520 526 513




Non-Interest Expenses

Comparison of year ended June 30, 2005 and year ended June 30, 2004:

Non-interest expenses in fiscal 2005 increased 6.0% (from 10.8%), from $59.4 million in fiscal 2004 to $63.0 million in fiscal 2005. The increment
in non-interest expenses in the year reflects the Group’s spending on “The Oriental Way” program, specifically for the expansion and
improvement of the Group's sales capabilities, including additional experienced lenders, marketing, enhancing branch distribution and
support risk management processes. Also, these results include expenses for new technology for the implementation of PeopleSoft enterprise
software to increase efficiencies and also include the cost of documentation and testing of Sarbanes-Oxley Act Section 404 provisions
regarding management's assessment of internal control over financial reporting. Consequently, expenses have been pared in other areas,
consistent with management’s goal of limiting expense growth to those areas that directly contribute to increase the efficiency, service quality
and profitability of the Group.

Employees’' compensation and benefits is the Group’s largest non-interest expense category. In fiscal 2005, compensation and benefit expense
increased 8.5% as compared to 19.5% in 2004 to $26.7 million versus $24.6 million in fiscal 2004, refiecting expansion of the sales force,
salary increases and the recruitment of experienced high-level management in order to generate a higher volume of business and improve
eperations.

Occupancy and eguipment expenses increased 9.8%, from $9.6 million in fiscal 2004 to $10.6 million in fiscal 2005, due to higher depreciation
-resulting from upgrading technology, infrastructure in our financial centers in order to improve efficiency and the acceleration of leasehold
improvements amortization due to the expected move to hew facilities in the last quarter of fiscal year 2006.

During fiscal 2008, the cast of advertising and business promotions decreased 12.9% to $6.5 million versus $7.5 million in fiscal 2004. Such

“dctivity was mainly-due to management’s. strategy. of redistributing the marketing expenses for the fiscal year as the Group continued its
selective promotional campaign to enhance the market recognition of new and existing products, to increase fee-hased-revenues and to
strengthen the banking and financial services franchise.

In fiscal 2005, professional and service fees increased 24.2%, from $5.6 miffion in fiscal 2004 to $7.0 million in fiscal 2005. The increase in the
period was.due to the effect of reviews performed by advisors in specific operational areas to improve financial and operational performances
and expenses associated with the implementation of Section 404 the Sarbanes-Oxley Act.

The aggregated decrease in communication, insurance and printing, postage, stationery and supplies expenses is principally due to effective
cost controls without affecting the general growth in the Group’s business activities, products and services.

The rise in electronic banking charges, municipaf and other general taxes, and ather operating expenses is principally due to the general growth
in the Group’s business activities, products and services offered.

- .. Comparisorn of year ended June 30, 2004 and year ended June 30, 2003:

Infiscal 2004, nor-interest expensesincreased 10.8%, from $53.7 million.in fiscal 2003 to $59.4 million in fiscal 2004, reflecting the impact of the
Group’s expansion strategy. The Group’s incurred higher outlays for human resources, technology and marketing, among others, during'the
first quarter of fiscal 2004, as it continued its growth program. Thereafter, the Group was able to realign costs, with expenses trending lower
in the last three quarters of fiscal 2004,

Employees’ compensation and benefits is the Group's largest non-interest expense category. In fiscal 2004, compensation and benefit expense
increased 19.5% to $24.6 million versus $20.6 million in fiscal 2003, reflecting an expansion of the Group’s work force as part of its growth
program which includes the improvement of the sales force through the addition of experienced lenders and the expansion of the executive
team.

Occupancy and equipment expenses increased 6.2%, from $3.1 million in fiscal 2003 te $9.6 million in fiscal 2004, due to higher depreciation
resulting from upgrades to technology and infrastructure in The Group’s financial centers in order to improve efficiency.

During fiscal 2004, advertising and business promotions increased 5.9% to $7.5 millian versus $7.1 million in fiscal 2003. The Group focused
on marketing campaigns that expanded the awareness of new and existing products and contributed to the 17.9% increase in fee-based
revenues, compared to fiscal 2003.

In fiscal 2004, professional and service fees decreased 12.9%, from $6.5 million in fiscal 2003 to $5.6 million in fiscal 2004. The decrease was
due to specific cost control initiatives effectively implemented by management.

The rise in electronic banking charges, communication, municipal and other general taxes, insurance, printing, postage, stationery and supply,
and other operating expenses are principally due to the general growth in the Group’s business activities, praducts and services offered.
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Provision for Loan Losses

The provision for loan losses for the year ended June 30, 2005 totaled $3.3 million, a 27.7% decrease from the $4.6 million reported for the year
ended June 30, 2004. Based on an analysis of the credit quality and the composition of the Group's loan portfolio, Management determined
that the provision for the year ended June 30, 2005 was adequate in order to maintain the allowance for loan losses at an appropriate level,
even though the loan portfolio increased from $745.2 mitlion as of June 30, 2004 to $895.2 million as of June 30, 2005 {a 20.1% increase) and there
was an increase in the net credit losses from $2.1 million for the year ended June 30, 2004 to $4.4 million for the year ended June 30, 2005 {an
increase of 111.7%). The main reason forthe decrease in the provision s that during the year ended June 30, 2004 Management charged against
garnings the provision for the possible losses on certain nonperforming loans which were in the process of evaluation. During the year ended
June 30, 2005, these loans or portions thereof were charged-off against the allowance established inthe previous fiscal year since such loans
or the portions thereof were determined to be uncollectible. The increase in the loan portfolio is mainly related to new high quality and well
collateralized loans which do not require large amounts of allowance for loan losses.

Net credit losses increased 111.7%, from $2.1 million in fiscal 2004 to $4.4 miltion in fiscal 2005. The increase was primarily due to $2.5 million
incrementin net credit losses from real estate loans. Total loss recoveries decreased from $1.1 million as of June 30, 2004 to $720,000 as of June
30, 2005. As result, the recoveries to net charge-offs ratio decreased from 35.6% in fiscal 2004 to 14.1% far fiscal 2005.

Residential real estate loans net credit losses in fiscal 2005 were $2.9 million as compared to $378,000 in the prior fiscal year. Commercial
loans net credit losses increased to $496,000 in fiscal 2005, when compared to $110,000 in the previous fiscal year. Aimost all the commercial
lending that the Group is originating is collateralized by real estate.

Net credit losses on consumer loans decreased when compared with the prior fiscal year. In fiscal 2005, net credit losses on consumer loans
were $1.0 million, a decrease of 41.2% when compared with fiscal 2004 in which the Group had net credit losses of $1.7 million.

The Group evaluates all loans, some individually and other as homogeneous groups, for purposes of determining impairment. At June 30,
2005, the total investment in impaired commercial loans was $3.2 million. Impaired commercial loans are measured based on the fair value
of collateral. The Group determined that no specific impairment allowance was required for such loans. The average investment in impaired
commercial loans for fiscal 2005 amounted to $2.3 million compared to $2.1 miflion for fiscal 2004,

Comparison of year ended June 30, 2004 and year ended June 30, 2003:

The provision for loan losses for fiscal 2004, totaled $4.6 miltion, a 9.5% increase from the $4.2 million reported for the previous fiscal year. The
increase in the provision for loan losses reflects the required provisions needed to cover any loss exposure in commercial and real estate
non-performing loans as of June 30, 2004 and the expected increase in the cansumer loans portfolio as the Group revitalized such lending
activity during the fourth guarter of fiscal 2004. Non-performing loans increased 6.9%, from $28.9 million as of June 30, 2003, to $30.9 millicn as
of June 30, 2004. The increase in non-performing loans came from the residential real estate and commercial loan portfolios. The commercial
and residential real estate portfolios are well collateralized and the Group does not expect any major losses on such portfolios.

During the last two quarters of fiscal 2004, no major increases in net credit losses were experienced, but the actual level of credit losses
support the provision for the period to maintain an adequate reserve for possible loan iosses. Net credit losses for the fiscal year decreased
6.0%, from $2.2 million in fiscal 2003 to $2.1 million in fiscal 2004. Such decrease was mainly due to an increase experienced in total loss
recoveries. Total loss recoverigs increased from $897,000 as of June 30, 2003 to $1.1 million as of June 30, 2004. As result, the recoveries to net
charge-offs ratio improved from 29.0% in fiscal 2003 to 35.6% in fiscal 2004.

Residential real state loans net credit losses in fiscal 2004 were $378,000 as compared with 85,000 in the prior fiscal year. The amount for fiscal
2004 represents charge-offs on two real estate loans. Commercial loans net credit losses increased to $110,000 in fiscal 2004, when compared
with a net recovery of 839,000 in the previous fiscal year. Management performed a review of the entire commercial loan portfolic and
determined to recognize as losses during the second quarter of fiscal 2004 certain loans considered uncollectible or of such littfe value that
their continuance as bankable assets was not warranted. This review reflects the Group’s strategy to expand its commercial loan portfolio,
primarily collateralized by real estate.

Net credit losses on consumer loans decreased when compared with the prior fiscal year. In fiscal 2004, net credit losses on consumer loans
were $1.7 million, a decrease of 25.4% when compared with fiscal 2003 in which the Group had net credit losses of $2.3 million.

Please refer to the Allowance for Loan Losses and Non-performing assets section on Table 8 through Table 12 for a more detailed analysis of
the allowances for loan losses, net credit losses and credit quality statistics.
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Provision fer iIncome Taxes

The income tax benefit was $1.6 million for fiscal 2005, as compared with a provision for income taxes of $5.6 million for fiscal 2004, The tax benefit

- for 2005 takes into account, among other things, the expiration of certain tax contingencies. Also, the effective income tax rate is lower than
the statutory tax rate for the Group, which is 39%, due to the high level of tax-advantaged interest income earned on certain investments and
loans, net of the disallowance of related expenses attributable to the exempt income. In addition, the Puerto Rico Internal Revenue Code of
1994, as amended, provides a dividend received deduction of 100% on dividends received from wholly-owned subsidiaries subject to income
taxation in Puerto Rico. Exemptinterestrelates principally to interest earned on abligations of the United States and Puerto Rico governments
and certain mortgage-backed securities, including securities held by the Group’s international banking entities.

The Group recognized a provision for income taxes of $5.6 million in fiscal 2004, compared with a provision of $4.5 million in the previous fiscal
year. The main reason for the increase of fiscal 2004 tax expense is the increase in income before income taxes of 24.5% when compared to
fiscal 2003 results.

On August 1, 2005 the Puerto Rico Legislature approved the Law No. 41 “Law of the Educational Future of the Puerto Rican Children”. This law
impaoses an additional tax of 2.5 % on taxable netincame. This law is applicable to all carparations and partnerships with a taxable netincame
over $20,000, according to part {a) of Section 1015 of the Puerto Rico Internal Revenue Code of 1994.

This law will be effective for tax years beginning after December 31, 2004 and finish on or before December 31, 2006. Also the effectiveness of
this law is subject to the final approval of the Joint Resolution of the Legislature Number 445, concerning the General Budget for the 2005-2006
fiscal year.

FINANCIAL CONDITION

Group's Banl Assets

At June 30, 2005, the Group’s total assets amounted to $4.251 billion, an increase of 14.1% when compared to $3.726 billion at June 30, 2004. At
the same date, interest-earning assets reached $4.140 hillion, up 13.8% versus $3.638 billion at June 30, 2004.

As detailed in Table 4 below, investments are the Group's largest interest-earning assets component. Investments principally consist of money

market instruments, U.S. government and agency bonds, mortgage-bhacked securities, CM0’s and Puerto Rico government and agency bonds.

At June 30, 2005, the investment portfolio increased 13.5%, to $3.232 billion, from $2.847 billion as of June 30, 2004. The increase reflects the

purchases of U.S. and Puerto Rico government securities and, in the secand quarter of fiscal 2005, sales of 30-year maturity mortgage-backed

securities and collateralized mortgage obligations. These activities are in line with the Group’s strategy in a rising interest rate environment

of investing in fixed and variable rate, short-term and medium-term government securities, and the sale of longer-term mortgage-backed
— ~securities:

Growth in U.S. government securities drove the investment portfolio’s expansion. U.S. government securities increased 397.6% from last year
w1 $1,030 million as of June 30, 2005 from $207 million on Jure 30, 2004, as the Group continued its asset liability management strategies of
rebalancing its asset mix through sound and lesser-risk asset acquisitions. Mortgage-backed securities decreased 20.6% to $1.960 billion
{60.6% of the total investment portfolio) from $2.467 billion (86.7% of the total investment portfolio) in the year before.

As of June 30, 2005, the Group had no securities of a single issuer, other than U.S. government agencies and corporations including FHLB,
FNMA and GNMA, that exceeded 10% of consolidated stockholders’ equity.
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Table 4

BANK ASSETS SUMMARY AND COMPOSITION
As of June 30, 2005, 2004 and 2003

{Dollars in thousands) 2005 2004 Variance % 2003
investments:
Mortgage-backed securities $ 1,959,760 $ 2,467,384 -206%  § 2,092,939
U.S. Government and agency abligations 1,029,980 206,977 397.6% 53,813
PR. Government and agency obligations 108,968 115,846 -5.9% 50,208
Other investment securities 66,023 20,636 219.9% 11,681
Short-term investments 39,791 7,747 413.6% 1,152
FHLB stock 27,058 28,160 {0.04) 22,537
3,231,580 2,846,750 13.5% 2,232,330
Loans:
Loans receivable 895,923 745,195 20.2% 724,295
Aliowance for loan losses (6,495) (7,553) -14.0% (5,031)
Loans receivable, net 889,428 737,642 20.6% 719,264
Mortgage loans held for sale 17,963 5814 209.0% 9,198
Total loans receivable, net 907,391 743,456 22.1% 728,462
Securities sold but not yet delivered 1,034 47,312 -97.80% 1,894
Total securities and loans 4,140,005 3,637,518 138% 2,962,686
Qther assets:
Cash and due from banks 14,892 9,284 60.4% 15,945
Accrued interest receivable 23,735 19,127 24.1% 17,116
Premises and equipment, net 15,269 18,552 -17.7% 16,162
Deferred tax asset, net 6,191 7,337 -15.6% 3,713
Foreclosed real estate, net 4,186 888 371.4% 536
Other assets 46,374 32,989 40.6% 23,775
Total other assets 110,647 88,177 255% 71,865
Total assets $ 4250652 $ 3,725,695 141% § 3,040,551

Investments portfolio composition:

Mortgage-backed securities 60.6% 86.7% 93.8%
U.S. Government and agency obligations 31.9% 1.3% 2.4%
PR. Government and agency obligations 3.4% 4.1% 22%
FHLB stock, short term investments and debt securities 41% 1.9% 1.6%

100.0% 100.0% 100.0%

Refer to Note 3 of the consclidated financial statement for information related to the carrying amount of trading, available-for-sale, and held
to maturity investment securities at June 30, 2005, by contractual maturity.

At June 30, 2005, the Group’s loan portfolio, the second largest categary of the Group’s interest-earning assets, amounted to $307.4 million,
22.1% higher than the $743.5 million at June 30, 2004. The Group's foan portfolio is mainly comprised of residential loans, home equity loans,
and commercial loans collateralized by real estate. As shown in Table 5 below, the real estate mortgage loan portfolio amounted to $735.2
million or 82.5% of the loan portfolio as of June 30, 2005, compared to $645.0 million or 86.790% of the loan portfolio at June 30, 2004, Mortgage
production of $250.8 million declined 24.3% compared to the prior year, but with a new mortgage operation management team appointed in
December 2004, production increased 12% from the December 2004 quarter and is expected to continue to increase going forward. The Group
sold/converted residential mortgage loans in the secondary market totaled $188 million in fiscal 2005 compared to $228 million sold/converted
in fiscal 2004.

The second largest component of the Group's loan portfolio are commercial loans, most of which are collateralized by real estate. At June
30, 2005, the commercial loan portfolio totaled $129.7 million (14.5% of the Group's total loan portfolio), a substantial growth of 58.9% when
compared to $81.6 million at June 30, 2004 {10.9% of the Group's total loan portfolio). Production of commercial loans increased 61.3%, to
$90.9 million compared to $56.4 million in the prior fiscal year. The increase reflected the Group's expansion of its commercial business with
professionals and small and mid-sized businesses, and participations in commercial real estate loans.



riNA N O AL > AT EMEDN TS 2 0 U 5 R EN T AL FENANCTAL G R O U P

The consumer loan portfolio totaled $30.3 million (3.4% of total loan portfolio at June 30, 2005), a 62.3% increase when compared to fiscal 2004
portfolio of $18.7 million {2.4% total loan portfolio at June 30, 2004). Consumer loan production reflected last year's expansion of the business,
which resulted in a 273.4% increase in production.

The following table summarizes the remaining contractual maturities of the Group’s total loans divided to reflect cash flows as of June 30, 2005.
Contractual maturities do not necessarily reflect the actual term of a loan, including prepayments.

Maturities
After one year to five years Atter five years
Balance Fixed Variable Fixed Variable
outstanding at One Year Interest Interest Interest Interest
{inth ds) June 30, 2005 or Less Rates Rates Rates Rates
" Real estate, mainly residential $ 753,934 $ 1179 $ 34,304 $ - $ 607,962 $110,490 (1)
~ 7 "Commercial, mainly real estate 129,670 33,133 4,878 73,468 1,015 17,175
"~ Consumer T ' - 30,282 16,085 13,363 - 834 :
Total $ 913,886 $ 50,397 $ 52,545 $ 73468 $ 609,811 $ 127,665

{1) Fixed rate converted to variable {see Note 4),

At June 30, 2004, the Group’s total assets amounted to $3.726 billion (an increase of 22.5% when compared to $2.041 billion at June 30, 2003).
At the same date, interest-earning assets reached $3.638 billion, up 22.8% versus $2.963 billion a year earlier. An increase in mortgage-
backed securities drove the investment portfolio expansion. Mortgage-backed securities increased 17.9% to $2.467 billion {86.7% of the total
investment portfolio) from $2.093 billion (33.8% of the total investment portfolio} the year before, reflecting the Group strategy of rebalancing
its asset mix through sound and lesser risk asset acquisitions.

At June 30, 2004, the Group's loan portfolio amounted to $743.5 million, 2.1% higher than the $728.5 million at June 30, 2003. In fiscal 2003, the
Group continued focusing on loan originations which are collateralized, primarily residential, commercial and personal loans with mortgage
collateral, while deemphasizing unsecured personal loans.

Table &

Selected Financial Data Five-Year Period Ended June 30, 2005
{Dollars in thousands)

LOANS RECEIVABLE COMPOSITION: 2005 2004 2003 2002 2001
Secured by real estate, mainly residential $ 735971 $ 644,984 $ 660,874 $ 506,872 $ 392,482
Commercial, mainly real gstate 129,670 81,572 43,553 41,205 25,829
Consumer 30,282 18,659 19,826 22,077 22,717
Financing leases (1) - - 42 295 827
Loans receivable 895,923 745,195 724,295 570,449 441,865
Allowance for loan losses (6,495) {7,553) (5,031) (3,039) (2,856)
Loans receivable, net 889,428 737,642 719,264 567,410 439,009
Loans held for sale 17,963 5814 9,198 9,360 23,570
Loans receivable, net $ 907,391 $ 743,456 $ 728,462 $ 576,770 $ 462,579
Loans portfolio composition percentages:
Real estate-mortgage, mainly residential (2} 82.5% 86.7% 91.0% 89.0% 89.0%
Commercial, mainly real estate 14.2% 10.9% 5.9% 1.1% 5.6%
Consumer 3.3% 2.4% 27% 3.8% 49%
Financing leases 0.0% 0.0% 0.4% 0.0% 1.0%
Total loans receivable 100.0% 100.0% 100.0% 100.0% 100.0%

(1} Discontinued in June 2000.
{2) includes leans held for sale

Liabilities and Funding Sources

As shown in Table 6 below, at June 30, 2005, the Group's total liabilities reached $3.909 billion, 13.9% higher than the $3.431 billion reported a
year earlier. Interest-bearing liabilities, the Group’s funding sources, amounted to $3.805 billion at the end of fiscal 2005 versus $3.352 billion
the year before, a 13.5% increase. The rise in deposits, other borrowings and repurchase agreements drove this growth.
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Borrowings are the Group's largest interest-bearing liability component. Barrowings consist mainly of diversified funding sources through the
use of FHLB advances and borrowings, repurchase agreements, term notes, subordinated capital notes, other borrowings and unused lines
of credit. At June 30, 2005, borrowings amounted to $2.591 billion, 13.5% higher than the $2.283 billion at June 30, 2004. The increase, mainly in
repurchase agreements, reflects the funding needed to maintain the Group’s growth strategy for loans and investment portfolies. Repurchase
agreements as of June 30, 2005 amounted to $2.192 billion, a 15.6% increase when compared to $1.896 hillion as of June 30, 2004.

The FHLB system functions as a source of credit for financial institutions that are members of a regional Federa! Home Loan Bank. As a
member of the FHLB, the Group can obtain advances from the FHLB, secured by the FHLB stock owned by the Group, as well as by certain of
the Group’s mortgage loans and investment securities. FHLB funding remained at $300 million, same as a year earlier. All of these advances
mature between July 2005 and August 2008. Table 6 presents the composition of the Group’s other barrowings at the end of the periods
analyzed. However, the Group has the capacity to expand such source of funding up to a maximum of $560 million based on the $27.0 million
of capital contribution that the Group has allocated with FHLB.

Table 6

LIABILITIES SUMMARY AND COMPOSITION
As of June 30, 2005, 2004 and 2003.

{Dollars in thousands) 2005 2004 Variance % 2003
Deposits:
Non-interest bearing deposits $ 62205 $ 44622 39.4% § 63919
Now accounts 89,930 81,644 10.1% 68,389
Savings accounts 93,920 88,459 6.2% 92,206
Certificates of deposit 1,002,908 807,783 24.2% 817,895
1,248,963 1,022,508 22.1% 1,042,409
Accrued interest payable 3,934 1,841 113.7% 1,856
1,252,897 1,024,343 22.3% 1,044,265
Borrowings:
Repurchase agreements 2,191,756 1,895,865 15.6% 1,400,598
Advances from FHLB 300,000 300,000 0.0% 130,000
Subordinated capital notes 72,166 72,166 0.0% 36,083
Term notes 15,000 15,000 0.0% 15,000
Federal funds purchased 12,310 - 100.0% -
2,591,232 2,283,031 13.5% 1,581,681
Securities and loans purchased but not yet received 22,772 89,068 -74.8% 152,219
Total deposits and borrowings 3,866,901 3,336,448 13.9% 2,778,165
Other liabilities 42,584 34,580 23.1% 60,706
Total liabilities $ 3,909,485 $ 3,431,028 13.9% $ 2,838,871
Deposits portfolio composition percentages:
Non-interest bearing deposits 5.0% 4.4% 6.1%
Now accounts 1.2% 8.0% 6.6%
Savings accounts 7.5% 8.7% 8.8%
Certificates of deposit 80.3% 78.9% 78.5%
100.0% 100.0% 100.0%
Borrowings portfolio composition percentages:
Repurchase agreements 84.6% 83.0% 88.6%
Advances from FHLB 11.6% 13.1% 8.2%
Subordinated capital notes 2.8% 3.2% 2.3%
Term notes 0.6% 0.7% 0.9%
Federal funds purchased 0.4% 0.0% 0.0%
100.0% 100.0% 100.0%
Securities sold under agreements to repurchase
Amount outstanding at year-end $ 2,191,756 $ 1,895,865 $ 1,400,598
Daily average outstanding balance $ 2,174,312 $ 1,597,720 $ 1,158,243
Maximum outstanding balance at any month-end $ 2,398 861 $ 1,895,865 $ 1,400,598
Weighted average interest rate:
For the year 2.29% 1.12% 1.50%
At year end 3.07% 1.23% 1.12%

At June 30, 2005, deposits, the second largest category of the Group's interest-bearing liabilities reached $1.253 billion, up 22.3% from $1.024
billion at June 30, 2004. Deposits reflected a 24.2% growth in certificates of depasits, to $1.0 billion primarily due to increase in one year
CDs. Such increases are due in part to the Group's success in opening accounts as part of its expanded commercial and consumer lending
businesses and as that of the Oriental Preferred program of bank services and accounts, as well as brokered deposits.
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At June 30, 2005, the scheduled maturities of time deposits and individual retirement accounts (IRA) of $100,000 or more were as follows:

3 months or less $ 307,053
Over 3 months through 6 months 57,058
Over 6 months through 12 months 196,303
Over 12 months 28,597

Total $ 589,010

At June 30, 2004, the Group’s total liabilities reached $3.431 billion, 20.9% higher than the $2.839 billion reported a year earlier. Interest-bearing
liabilities, the Group's funding sources, amounted to $3.396 billion at the end of fiscal 2004 versus $2.778 billion the year before, a 22.3%
increase. The rise in FHLB funds, subordinated capital notes and repurchase agreements drove this growth. At June 30, 2004, borrowings
amounted to $2.283 billion, 44.3% higher than the $1.582 billion at June 30, 2003.

"At June 30, 2004, deposits reached $1.024 billion, down 1.9%, versus $1.044 billion in fiscal 2003. The decrease in depasits primarily reflects the
Graup's decisian to cut back on certificates of deposit in favor of lower-cost funding sources.

Stockholders’ Equity

At June 30, 2005, the Group's total stockholders’ equity was $341.2 million, a 15.8% increase, when compared to $294.7 million at June 30, 2004.
This increase was due to the net effect of earnings retention from operations and to a reduction in accumulated other comprehensive loss. As

_of June 30, 2005, accumulated comprehensive loss amounted to $38.4 million, a decrease of $7.0 million, when compared to the $45.4 million

loss recorded as of June 30, 2004. Net accumulated other comprehensive {oss consists of the unrealized loss on derivatives designated as
cash flow hedges and the unrealized gain or loss on investment securities available-for-sale, net of deferred tax.

At June 30, 2005, accumulated unrealized foss, net of tax, on-derivatives designated. as cash. flow hedges was $8.8 million, a $4.1 million
decrease, when compared to an accumulated unrealized loss of $12.5 million at June 30, 2004. Accumulated unrealized loss, net of tax, on
investment securities available-for-sale amounted to $29.6 million at June 30, 2005, after a $3.5 million decrezse, when compared with an
accumulated unrealized loss of $32.8 million at June 30, 2004. Accumulated unrealized loss, net of tax, on investinent securities available-for-
sale at June 30, 2005 includes an unrealized loss amounting to $24.2 million related to securities transferred to the held-to-maturity category,
mostly during fiscal 2004. This unrealized loss is amortized over the remaining life of the securities as a yield adjustment.

On November 30, 2004, the Group declared $3.5 million in cash dividends, a 25.0% increase when compared to $2.8 million declared for the
same period a year ago. The Group also declared a 10% stock dividend paid to holders of record as of December 31, 2004.

~ The Group's comman stack is traded on the New York Stock Exchange (NYSE} under the symbol OFG. At June 30, 2005, the Group's market

capitalization for its outstanding common stock was $501.2 million-($15:26 per share).

The Bank is considered “well-capitalized” under the regulatory framework for prompt corrective action if it meets or exceeds a Tier | risk-
based capital ratio of 6%, a total risk-based capital ratio of 10% and a leverage capital ratio of 5%. In addition, the Group and the Bank meet
the following minimum capital requirements: a Tier [ risk-based capital ratio of 4%, a total risk-based capital ratio of 8% and a leverage capital
ratio of 4%. As shown in Table 7 below and in Note 2 to the consolidated financial statements, the Group and the Bank comfortably exceed these
benchmarks due to the high level of capital and the quality and conservative nature of its assets.

29




30

Table 7

CAPITAL, DIVIDENDS AND STOCK DATA
As of June 30, 2005, 2004 and 2003

(in thousands, except for per share data) 2005 2004 Variance % 2003
Capital data:
Stockholders' equity $ 341,167 $ 294,667 15.8% $ 201,680
Regulatory Capital Ratios data:
Leverage Capital Ratio 10.65% 11.24% -5.2% 8.19%
Minimum Leverage Capital Ratio Required 4.00% 4.00% 4.00%
Actual Tier 1 Capital $ 447543 $ 408,007 9.7% $ 234,979
Minimum Tier 1 Capital Required $ 168,080 $ 145,209 15.8% $ 114,720
Tier 1 Risk-Based Capital Ratio 38.83% 37.98% 2.2% 24.48%
Minimum Tier 1 Risk-Based Capital Ratio Required 4.00% 4.00% 4.00%
Actual Tier 1 Risk-Based Capital $ 447,543 $ 408,007 9.7% $ 234,979
Minimum Tier 1 Risk-Based Capital Required $ 46,105 § 42,966 7.3% $38,400
Total Risk-Based Capital Ratio 39.39% 38.69% 1.8% 25.00%
Minimum Total Risk-Based Capital Ratio Required 8.00% 8.00% 8.00%
Actual Total Risk-Based Capital § 454,038 § 415560 9.3% $ 240,010
Minimum Tota! Risk-Based Capital Required $ 92210 $ 85932 7.3% $ 76,800
Stock data:
Outstanding common shares, net of treasury {1) 24,904 24,208 35.7% 21,368
Book value {1} $ 1097 3 9.36 -11.1% ] 7.87
Market Price at end of period $ 1526 $ 2461 -38.0% 3 2123
Market capitalization $ 501,245 $ 595,729 -15.9% $ 453,660
Common dividend data:
Cash dividends declared $ 13522 $ 11425 18.4% $ 9415
Cash dividends declared per share (1) $ 0.55 ) 0.51 7.8% g 0.38
Payout ratio 26.10% 19.22% 35.8% 0.00%
Dividend yield 2.33% 2.19% 6.4% 0.00%

The following provides the high and low prices and dividend per share of the Group's stack far each quarter of the last three fiscal periods.
prices and cash dividend per share were adjusted to give retroactive effect to the stock dividend declared on the Group's common stock.

Comman stock

Price Cash
Dividend
High Low Per share
Fiscal 2005
June 30, 2005 $ 2347 $ 1366 3 0.14
March 31, 2005 $ 2894 $ 2297 3 0.14
December 31, 2004 $ 2841 $ 2437 $ 0.14
September 30, 2004 (1) $ 26.64 $§ 2276 3 0.13
Fiscal 2004 (1)
June 30, 2004 $ 2977 $ 2326 3 0.13
March 31, 2004 $ 2955 $ 2245 3 0.13
December 31, 2003 $ 2377 $ 1987 § 013
September 30, 2003 $ 2230 $  19.28 3 0.12
Fiscal 2003 (1)
June 30, 2003 $ 2177 $ 1790 3 0.12
March 31, 2003 $ 1796 $ 1658 $ 0.12
December 31, 2002 $ 1703 $ 1312 $ 0.12
September 30, 2002 $ 1669 $ 1372 3 0.10

(1) Adjusted to give retroactive effect to the 10% stock dividends declared on the Group's common stock on November 30, 2004.



Group's Financial Assets

The Group's total financial assets include the Group's assets and the assets managed by the Group's trust division, the retirement plan
administration subsidiary, and the securities broker-dealer subsidiary. At June 30, 2005, such assets reached $7.2 billion — up 11.8% from $6.4
billion at June 30, 2004. The increase was mainly due to an-increase of 14.1% in the Group's assets owned, wher compared to June 30, 2004,
andto anincrease of 7.9% in the equity value of broker-dealer assets gathered, when compared to June 30, 2004. The Group’s financial assets’
principal component is the assets owned by the Group, of which about 98% are owned by the Group’s banking subsidiary. In fiscal 2004, the
Group's total financial assets reached $6.4 billion, up 12.2% from $5.7 billion at June 30, 2003.

Another component of financial assets are the assets managed by the Group’s trust division and the retirement plan administration subsidiary.
The Group's trust division offers various types of [RA products and manages 401(K} and Keogh retirement plans, custodian and corporate trust
accounts, while the retirement plan administration subsidiary manages private pension plans. As of June 30, 2005, total assets managed by the
Group’s trust division amounted to $1.823 billion, an increase of 9.1% over the $1.671 billion at June 30, 2004. As of June 30, 2004, total assets
managed by the Group’s trust division amounted to $1.671 billion, slightly higher than the $1.670 billion at June 30, 2003.

The other financial asset component is the assets gathered by the Group’s securities broker-dealer subsidiary. The Group’s broker-dealer
subsidiary offers a wide array of investment alternatives to its client base, such as tax-advantaged fixed income securities, mutual funds,
stocks and bonds. At June 30, 2005, total assets gathered by the broker-dealer from its customer investment accounts increased 7.9%, to
$1.135 billion as of June 30, 2005, from $1.052 billion as of June 30, 2004. This increase, as mentioned before, was primarily due to the impact
on the assets gathered by the Group's securities broker-dealer subsidiary of the equity market recovery trend started during the second half
of fiscal 2004 and continued throughout fiscal 2005, as well as the development of new business and trust relationships through the year. At
June 30; 2004, total-assets.gathered by the broker-dealer from its customer investment accounts reached $1.062 billion, up 13.9% from $962.9
million at the end of fiscal 2003.

ALLOWANCGE FOR LOAN LOSSES AND NON-PERFORMING ASSETS:

The Group maintains an allowance for loan losses at a level that management considers adequate to provide for potential losses based

-upon-an evaluation of known-and. inherent risks. The Group's allowance for loan losses policy provides for a detailed quarterly analysis of

possible losses. Refer to details of the methodology in this section for more information. Tables 8 through 12 set forth an analysis of activity
in the allowance for loan losses and present selected loan lass statistics. In addition, refer to Table 5 for the compaosition {"mix”} of the loan
portfolio.

At June 30, 2005, the Group’s aliowance for loan losses amounted to $6.5 million or 0.71% of totaf loans versus $7.6 million or 1.01% of total
loans at June 30, 2004. Commercial loans allowances increased 30.1% by $397,000 while residential real estate decreased 18.0% or $694,000,
when compared with balances recorded at June 30, 2004. The consumer loans allowance decreased by 8.7% or $127,000, when compared
to $1.5 million recorded at June 30, 2004.

The provision for loan losses for the year endéd June 30, 2005 totaled $3.3 million, a 27.7% decrease from the $4.6 million reported for the year
ended June 30, 2004. Based on an analysis of the c¢redit quality and the composition of the Group's loan portfolio, Management determined
that the provision for the year ended June 30, 2005 was adequate in order to maintain the allowance for loan losses at an apprapriate level,
even though the loan portfolio increased from $745.2 million as of June 30, 2004 to $895.2 million as of June 30, 2005 (a 20.1% increase)} and there
was an increase in the net credit losses from $2.1 million for the year ended June 30, 2004 to $4.4 million for the year ended June 30, 2005 (an
increase of 111.7%). The main reason for the decrease inthe provision is thatduring the year ended June 30, 2004 Management charged against
earnings the provision for the possible losses on certain nonperforming loans which were in the process of evaluation. During the year ended
June 30, 2005, these loans or portions thereof were charged-off against the allowance established in the previous fiscal year since such loans
or the portions thereof were determined to be uncollectible. The increase in the loan portfolio is mainly related to new high guality and well
collateralized loans which do not require large amounts of allowance for loan losses.

The Group follows a systematic methodology to establish and evaluate the adequacy of the allowance for lnan losses. This methodology
consists of severalkey elements. The allowance forioanlossesis evaluated on a regularbasisby managementand isbased upon management's
periodic review of the collectability of the loans in light of historical experience, the nature and volume of the loan portfolio, adverse situations
that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This evaluation
is inherently subjective, as it requires estimates that are susceptible to significant revision as more information becomes available.
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Table 8

ALLOWANCE FOR LOAN LOSSES SUMMARY:
Five-year period endedJune 30, 2005

(Dollars in thousands) 2005 2004 2003 2002 2001
Balance at beginning of period $ 7,553 $ 5031 $ 3,039 $ 2,856 $ 6,837
Provision for loan losses 3,315 4587 4,190 2,117 2,903
Net credit losses - see Table 10 {4,373) (2,085) (2,198) (1,934) {6,884}
Balance at end of period $ 6,495 $ 7553 $ 5031 $ 3,033 $ 2,856
Table 9

ALLOWANCE FOR LOAN LOSSES BREAKDOWN:
Five-year period ended June 30, 2005

{Dollars in thousands) 2005 2004 2003 2002 2001
Residential real estate {1} $ 3,167 $ 3,861 $ 1,749 $ 1178 $ 816
Commercial 1,714 1,317 433 284 419
Consumer 1,335 1,462 1,289 1,486 1,318

Financing leases (2) - - 10 73 303
Unallocated allowance 279 913 1,550 18 -
$ 6,495 $ 7,553 $ 5031 $ 3,039 $ 2,856

Allowance composition:

Residential real estate 48.8% 51.1% 34.8% 38.8% 28.6%
Commercial 26.4% 17.4% 8.6% 9.3% 14.7%
Consumer 20.6% 19.4% 25.6% 48.9% 46.1%
Financing leases (2) 0.0% 0.0% 0.2% 2.4% 10.6%
Unallocated allowance 4.2% 12.1% 30.8% 0.6% 0.0%

100.0% 100.0% 100.0% 100.6% 100.0%

Allowance coverage ratio at end of year
Applicable teo:

Real estate - mortgage 0.42% 0.59% 0.26% 0.23% 0.20%
Commercial 1.32% 1.61% 0.99% 0.69% 1.62%
Consumer 4.41% 7.84% 6.50% 6.73% 5.80%
Financing Ieases {2) 0.00% 0.00% 23.81% 24.75% 36.64%
Unallocated allowance to total loans 0.03% 0.10% 0.21% 0.00% 0.00%
Tota! allowance to total loans 0.71% 1.01% 0.69% 0.52% 0.61%
Other selected data and ratios:
Recoveries to net charge-off's 14.1% 35.6% 29.0% 31.9% 23.8%
Allowance coverage ratio to:
Non-perfarming loans 21.1% 24.5% 17.4% 15.1% 16.9%
Non-real estate non-performing loans 139.0% 229.8% 217.3% 256.2% 103.4%

(1) includes loans held for sale.
(2) Discontinued in June 2000.
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Tahle 10

NET CREDIT LOSSES STATISTICS:
Five-year period ended June 30, 2005

{Doliars in thousands) 2005 2004 2003 2002 2001
Real estate
Charge-offs $ (2,860) § (378) $ (5) $ (30 § (M
Recaoveries - - - - -
(2,860} (378) (5) (30} (77)
Commercial
Charge-offs (614) (249) (24} - (222)
Recoveries 118 139 63 42 58
(496) (110) 39 42 (164)
Consumer
Charge-offs (1,619) (2,563) (2,928} (2,389) (3,289)
Recoveries 602 832 606 566 1,352
{1,017) (1,731) (2,322} (1,823) (1,471)
Financing leases (1)
Charge-offs (17) {138) (420) (5,442)
Recoveries 171 228 297 736
- 154 90 (123} (4,706)
Net credit losses
Total charge-offs {5,093} {3,207) (3,095} {2,839) {9,030}
Total recoveries 720 1,142 897 905 2,146
$ (4,3713) $ {2,065) $ (2,198) $ (1,934) $ (6,884)
Net credit losses (recoveries) to average loans:
Real estate 0.41% 0.06% 0.00% 0.01% 0.02%
Commercial 0.46% 0.19% -0.10% -0.13% 0.72%
Consumer 4.31% 9.70% 11.97% 8.46% 7.54%
Financing leases {1} 0.00% 1100.00% -50.85% 22.20% 95.90%
Total 0.53% 0.28% 0.33% 0.35% 1.55%
Average loans (2):
Real estate $ 699,027 $ 662,590 $ 608,189 $ 495,631 $ 401,916
Commercial 108,636 57,047 40,4717 31,345 22,926
Consumer 23,576 17,853 19,404 21,549 19,517
Financing leases (1) - 14 177 554 4,907
Total $ 831,239 $ 737,504 $ 668,070 $ 549,079 $ 444,359
{1} Discontinued in June 2000.
———.—{2)Includes loans held for sale.
Table 11
NON-PERFORMING ASSETS:
Five-year period ended June 30, 2005
{Dollars in thousands) 2005 2004 2003 2002 2001
Non-performing assets:
Non-performing loans
~ Non-accruing loans $ 21,859 $ 23714 § 10350 $ 10196 $ 6,537
Accruing loans over 90 days past due 8.997 7,224 18,542 9,920 10,366
Total non-performing loans (see Table 12 below} 30,856 30,938 28,862 20,116 16,903
Foreclosed real estate 4,186 888 536 476 847
Repossessed autos and equipment - - - - 107
Total non-performing assets $ 35,042 $ 31,826 $ 29418 $ 20,592 $ 17.857
—— Non-performing.assetstototalassets . . 0.82% 0.85% 0.97% 0.83% 0.88%
Interest that could have been recorded in the period
{if the loans had not been classified as non-accruing loans) $ 2164 5 843 $ 648 $ 724 $ 664
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Table 12

NON-PERFORMING LOANS:
Five-Year Period Ended June 30, 2005

{Dellars in thousands) 2005 2004 2003 2002 2001
Non-performing loans:
Residential real estate $ 26,184 3 27,651 $ 26,567 $ 18,930 $ 14,140
Commercial, mainly real estate 4,549 2,954 1,798 585 1,535
Consumer \ 123 333 498 454 588
Financing leases (1) - - 19 147 640
Total $ 30,856 $ 30,938 $ 28,882 $ 20,116 $ 16,903
Non-performing loars compaosition percentages:
Residential real estate 84.9% 89.4% 92.0% 94.1% 83.7%
Commercial, mainly real estate 14.7% 9.6% 6.2% 2.9% 9.1%
Consumer 0.4% 1.1% 1.7% 2.3% 35%
Financing leases (1) 0.0% 0.0% 0.1% 0.7% 3.8%
Total 100.0% 100.0% 100.0% 100.0% 100.0%
Non-performing loans to:
Total oans 3.38% 4.12% 3.94% 3.47% 3.63%
Total assets 0.73% 0.83% 0.95% 0.81% 0.83%
Total capital 9.04% 10.50% 14.32% 12.09% 14.89%

{1) Discontinued in June 2002.

Larger commercial loans that exhibit potential or observed credit weaknesses are subject to individual review and grading. Where appropriate,
allowances are allocated to individual loans based on management's estimate of the borrower’s ability to repay the loan given the availability
of collateral, other sources of cash flow and legal options available to the Group.

Included in the review of individual loans are those that are impaired. A loan is considered impaired when, based on current information
and events, it is probable that the Group will be unable to collect the scheduled payments of principal or interest when due according to the
contractual terms of the loan agreement. Impaired loans are measured based on the present value of expected future cash flows discounted
at the loan's effective interest rate, or as a practical expedient, at the observable market price of the loan or the fair value of the collateral,
if the loan is collateral dependent. Loans are individually evaluated for impairment, except large groups of small balance, homogeneous
loans that are collectively evaluated for impairment and for loans that are recorded at fair value or at the lower of cost or market. The Group
measures for impairment all commercial loans over $250,000. The portfolios of residential mortgages and consumer toans are considered
homogeneous and are evaluated collectively for impairment.

For loans that are not individually graded, the Group uses a methodology that follows a loan credit risk rating process that involves dividing
loans into risk categories. The following are the credit risk categories {established by the FDIC Interagency Policy Statement of 1993) used:

1. Pass - loans considered highly collectible due to their repayment history or current status {to be in this category a loan cannot be more than 90
days past due).

2. Special Mention - loans with potential weaknesses that deserve management's close attention. If left uncorrected, these potential weaknesses
may resultin deterigration of the repayment prospects of the loan.

3. Substandard - loans inadequately protected by the current net worth and paying capacity of the obligor or of the collateral pledged, if any. They
are characterized by the distinct possibility that the institution will sustain some loss if the deficiencies are not corrected.

4. Doubtful - loans that have all the weaknesses inherent in substandard, with the added characteristic that collection or liquidation in full is highly
questionable and improbable.

5. Loss - loans considered uncollectible and of such little value that their continuance as bankable assets is not warranted.
The Group, using an aged-based rating system, applies an overall allowance percentage to each loan portfolio category based on historical credit
losses adjusted for current conditions and trends. This definquency-based calculation is the starting point for management's determination of the

required level of the allowance for loan losses. Other data considered in this determination includes:

1. Qverall historical loss trends; and
2. Other information, including underwriting standards, economic trends and unusual events.
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Loan loss ratios and credit risk categories, are updated quarterly and are applied in the context of accounting principles generally accepted in the
United States of America (“GAAP”) and the Joint Interagency Guidance on the importance of depository institutions having prudent, conservative,
butnot excessive loanloss allowances that fall within an acceptable range of estimated losses. While management uses available information in
estimating possible loan losses, future changes to the allowance may be necessary based on factors beyond the Group's control, such as factors
affecting general economic conditions.

An unallocated allowance is established recognizing the estimation risk associated with the aged-based rating system and with the specific
allowances. It is based upon management’s evaluation of various conditions, the effects of which are not directly measured in determining the
aged-based rating system and the specific allowances. These conditions include then-existing generateconamic and business conditions affecting
our key lending areas; credit quality trends, including trends in non-performing loans expected to result from existing conditions, collateral values,
loan volumes and concentrations, seasoning of the loans portfolio, recent loss experience in particular segments of the portfolio, regulatory
examination results, and findings by the Group’s management. The evaluation of the inherent loss regarding these conditions involves a higher

" degree of uncertainty because they-are not identified with specific problem credits or portfolio segments.

During fiscal 2005, net credit losses amounted to $4.4 million, a 111.8% increase when compared to $2.01 million reported for fiscal 2004. The
increase was primarily due to $2.8 million increment in net credit losses for real estate loans. Total loss recoveries decreased from $1.1 million
for fiscal year 2004 to $720,000 for fiscal year 2005. As result, the recoveries to net charge-offs ratio decreased from 35.6% in fiscal 2004 to
14.1% for fiscal 2005.

The Graoup's non-perfarming assets include non-performing loans, foreclosed real estate and other repossessed assets (see Tables 11 and 12
above). At June 30 2005, the Group's non-performing assets totaled $35.0 million (0.82% of total assets) versus $31.8 million {0.85% of total assets)
at June 30, 2004, At June 30, 2003 and 2002, non-performing assets amounted to $29.4 million and $20.6 million, respectively (0.97% and 0.83%,
respectively, of total assets). This increase was principally due to foreclosed real estate properties which increased by 371.4% to $4.2 million at
June 30, 2005 when compared to $888,000 reported at June 30, 2004.

At June 30, 2005, the allowance for loan losses to non-performing loans coverage ratio was 21.1% (24.4% at June 30, 2004. Excluding the

lesser-risk real estate loans, the ratio is much higher, 139,0% (229.8% at June 30, 2004).

Detailed information concerning each of the items that comprise non-performing assets follows:

¢ Real estate loans - are placed in non-accrual status when they become 365 days or mare past due and are written- down, if necessary,
based on the specific evaluation of the collateral underlying the loan. At June 30, 2005, the Group’s non-performing real estate loans
totaled $26.2 million (84.9% of the Group’s non-performing loans, compared to $27.7 million or 89.4% at June 30, 2004, and to $26.6 million
or 92.0% at June 30, 2003). Non-performing loans in this category are primarily residential mortgage loans. Based on the value of the

——- . Uinderlying collateral and the loan-to-value ratios, management considers that no significant losses will be incurred on this portfolio.

e Commercial business leans - are placed in non-accrual status when they become 90 days or more past due and are charged-off based
onthe specific evaluation of the underlying collateral. At June 30, 2005, the Group’s non-performing commercial business loans amounted
to $4.5 miilion (14.7% of the Group’s non-performing loans, compared to $3.0 million or 9.6% at June 30, 2004, and $1.8 million or 6.2% at
June 30, 2003). Most of this portfolio is also collateralized by real estate and no significant losses are expected.

s Consumer loans - are placed in non-accrual status when they become 90 days past due and charged-off when payments are delinquent
120 days. At June 30, 2005, the Group's non-performing consumer loans amounted to $123,000 (0.4% of the Group's total non-performing
loans, compared to $333,000 or 1.1% at June 30, 2004, and $498,000 or 1.7% at June 30, 2003).

e Finance leases - are placed in non-accrual status when they become 90 days past due. There are no non-performing financing leases at
June 30, 2005 and 2004. At June 30, 2003, the Group’s non-performing financing ieases portfolio amounted to $13,000 {0.1% of the Group’s
total non-performing loans and compared to $147,000 or 0.7% at June 30, 2002). The underlying collateral secures these financing leases. As
reported, the Group discontinued leasing operations on June 30, 2000.

*  Foreclosed real estate - is initially recorded at the lower of the related loan balance or fair value at the date of foreclosure. Any excess of the
loan balance over the fair market value of the property is charged against the aillowance for loan losses. Subsequently, any excess of the
carrying value aver the estimated fair market value less selling costs is charged to operations. Management is actively seeking prospective
buyers for these foreclosed real estate properties. Foreclosed real estate balance amounted to $4.2 million at June 30, 2005 and $888,000 at
June 30, 2004, $536,000 at June 30, 2003 and $476,000 June 30, 2002.
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CONTRACTUAL OBLIGATIONS AND COMMERCIAL COMMITMENTS

As disclosed in the notes to the Group’s consolidated financial statements, the Group has certain obligations and commitments to make future
payments under contracts. At June 30, 2005, the aggregate contractual obligations and commercial commitments are:

Payments Due by Period
Less than 2-5 After
Total 1 year years Byears

(Dollars in thousands)

CONTRACTUAL OBLIGATIONS:

Federal Funds purchased $ 12310 $ 12310 $ - 3

Securities sold under agreements to repurchase 2,191,756 2,191,756 -

Advances from FHLB 300,000 75,000 225,000

Term notes 15,000 - 15,000 -

Subordinated capital notes 72,166 - 72,166

Annual rental commitments under noncancelable operating leases 17,264 2,748 8,542 5974
Total $2,608496 $2,281.814 $ 248,542 $78,140

CTHER COMMERCIAL COMMITMENTS:

Lines of credit $ 18191 § 1819 $ - $ -

Commitments to extend credit 38,140 38,140 - -
Total $ 56331 § 56331 $ - $ -

Such commitments will be funded in the normal course of business from the Bank's principal sources of funds. At June 30, 2005 the Bank had
$730.6 million in time deposits and IRA accounts that mature during the following twelve months. The Bank does not anticipate any difficulty
in retaining such deposits.

IMPACT CF INFLATION AND CHANGING PRICES

The financial statements and related data presented herein have been prepared in accordance with accounting principles generally
accepted in the United States of America which require the measurement of financial position and operating results in terms of historical
dollars without considering changes in the relative purchasing power of maney aver time due tg inflation.

Unlike most industrial companies, virtually all of the assets and liabilities of a financial institution are monetary in nature.

As aresult, interest rates have a more significantimpact on a financial institution’s performance than the effects of generat levels of inflation.
Interest rates do not necessary move in the same direction or with the same magnitude as the prices of gaods and services since such prices
are affected by inflation.

QUANTITATIVE AND QUALITATIVE DISCLOSURES ABOUT MARKET RISK
Interest Rate Risk and Asset/Liability Management

The Group’s interest rate risk and asset and liability management is the responsibility of the Asset and Liability Management Committee
(“ALCO"}, which reports to the Board of Directors and is composed of members of the Group’s senior management. The principal objective of
ALCO is to enhance profitability while maintaining appropriate levels of interest rate and liquidity risks. ALCO is also involved in formulating
economic projections and strategies used by the Group in its planning and budgeting process. It oversees the Group's sources, uses and
pricing of funds.

interest rate risk can be defined as the exposure of the Group's operating results or financial position to adverse movements in market interest
rates, which mainly occurs when assets and liabilities reprice at different times and at different rates. This difference is commonly referred to as
a "maturity mismatch” or “gap”. The Group emplays various techniques to assess the degree of interest rate risk.

The Group is liability sensitive due to its fixed rate and medium to long-term asset composition being funded with shorter-term repricing
liabilities. As a result, the Group utilizes various derivative instruments for hedging purposes, such as interest rate swap agreements. These
transactions involve hoth credit and market risk. The notional amounts are amgounts on which calculations and payments are based. Notional
amounts do not represent direct credit exposures. Direct credit exposure is limited to the net difference between the calculated amounts to be
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received and paid, if any. The actual risk of loss is the cost of replacing, at market, these contracts in the event of default by the counterparties.
The Group controls the credit risk of its derivative financial instrument agreements through credit approvals, limits, monitoring procedures
and collateral, when considered necessary.

The Group generally uses interest rate swaps and options, in managing its interest rate risk exposure. Certain swaps were executed to
convert the forecasted rollover of short-term borrowings into fixed rate liabilities for longer periods and provide protection against increases
in short-term interest rates. Under these swaps, the Group pays a fixed monthly or quarterly cost and receives a floating monthly or quarterly
payment based on LIBOR. Floating rate payments received from the swap counterparties offset to the interest payments to be made on the
forecasted roliover of short-term borrowings thus resulting in a net fixed rate cost to the Group.

" Also in August 2004, the Group entered into a $35 million notional amount interest rate swap to fix the cost of the subordinate capital notes of
the Statutory Trust I. This swap was fixed at a rate of 6.57% and matures on December 18, 2006.

The Group's swaps {excluding those used to manage exposure to the stock market at June 30, 2005 and 2004 are set forth in the table below:

(Dollars in thousands)

2005 2004
___Swaps:
Payfixed.swaps notional amount $ 885,000 $ 900,000
—Weighted average pay rate - fixed 7 3.44% 3.47%
Weighted average receive rate —floating 3.27% 1.25%
Maturity in months 4to64 31076
Floating rate as a percent of LIBOR 100% 100%

___The Group offers its customers certificates of deposit with an option tied to the performance of the Standard & Poor's 500 stock market
index. At the end of five years, the depositor will receive a specified percentage of the average increase of the month-end value of the stock
index. If the index decreases, the depositor receives the principal without any interest. The Group uses swap and option agreements with
major money center banks and major broker-dealer companies to manage its exposure to changes in those indexes. Under the terms of the
option agreements, the Group will receive the average increase in the month-end value of the corresponding index in exchange for a fixed
premium. Under the term of the swap agreements, the Group will receive the average increase in the month-end value of the corresponding
index in exchange for a quarterly fixed interest cost. The changes in fair value of the options purchased, the swap agreements and the options
embedded in the certificates of deposit are recorded in earnings.

Derivatives instruments are generally negotiated over-the-counter (“0TC"} contracts. Negotiated OTC derivatives are generally entered
into between two counterparties that negotiate specific agreement terms, including the underlying instrument, amount, exercise price and
maturity.

During fiscal year 2005, the Group bought put and call option contracts for the purpose of economically hedging $100,000,000 in US Treasury
Notes. The objective of the hedges was to protect the fair value of the US Treasury Notes classified as available-for-sale. The net effect of these
transactions was 1o reduce earnings by $719,000. There were no put or call options at June 30, 2005.

On August 31, 2004, September 30, 2004, and March 30, 2005, the Group entered into three agreements to purchase a total $114.9 million of fixed
rate mortgage loans from a financial institution in Puerto Rico. As part of the agreements, the seller guarantees thie scheduled timely payments
of principal as well as interest payable on the aggregate outstanding principai balance of the mortgage loans based on variable interest
rate equal to 150 basis points plus 90 days LIBOR. Swap has been accounted for in the Group’s consolidated financial statements to give
effect to the conversion of fixed rate loans into variable rates loans, without embedded cap. These swaps are considered by management as
balance guaranteed swaps because their notional amounts, fixed interest rates and other terms match to those of the outstanding purchased
mortgage loans. Since the contracts meet with the sale accounting provisions of SFAS No, 140, "Accounting for Transfers and Servicing of
Financial Assets and Extinguishments of Liabilities,” SFAS No. 133 and related interpretations these interest rate swaps be accounted for
separately. Since the hedged item and the hedging instrument have identical critical terms, no ineffectiveness is assumed and the fair value
changes in the interest rate swaps are recorded as ¢hanges in the value of both the interest rate swaps and the mortgage foans. At June 30,
2005, the notional amount of these interest rate swaps and the principal balance of the mortgage loans amounted to $106,702,000; the weighted
average receive floating rate at fiscal year end was 3.47%; the weighted average pay fixed rate at year end was 6.20%; and the floating rate
spread was 150 basis points.
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Information pertaining to the notional amounts of the Group’s derivative financial instruments as of June 30, 2005 and 2004 is as follows:

Notional Amount (In thousands) 2005 2004

Type of Contract:

Cash Flows Hedging Activities:
Interest rate swaps used to hedge:

Securities sofd under agreement ta repurchase $ 850,000 § 900,000
Subordinated capital notes 35,000 -

Fair Value Hedging Activities:
Balance guaranteed swap 106,703 -
$ 991,703 $ 900,000

Berivatives Not Designated as Hedge:
Purchased options used to manage exposure to the

stock market on stock indexed deposits $ 186,010 $ 227,260
Embedded options on stock indexed deposits 178,478 218,884
$ 364,488 $ 446,144

At June 30, 2005, the contractual maturities of interest rate swaps and equity indexed options, by fiscal year were as follows:

{In thousands)
Equity indexed

Cash Flows Options Purchased Equity Indexed
Year Ending June 30, Hedging Swaps and Swaps Options Sold Total
2006 $ 325,000 $ 54,150 $ 52,369 $ 431,519
2007 410,000 58,430 55,306 523,796
2008 - 35,860 34,010 69,870
2009 - 21,760 27,218 54,978
2010 - 9,750 9,575 19,325
2011 150,000 - - 150,000

$ 885,000 $ 186,010 $ 178,478 $ 1,249,488

Gains (losses) credited (charged) to earnings and reflected as “Derivatives” in the consalidated statement of income during fiscal years 2005, 2004
and 2003 amounted to {$2.8) million, $11,000 and ($4.0) million, respectively. Unrealized loss of $6.4 million and unrealized gain of $11.1 million, on
derivatives designated as cash flow hedges were included in other comprehensive income for fiscal 2005 and 2004, respectively. Ineffectiveness
of $1.1 million was credited to earnings during fiscal year 2005. No ineffectiveness was charged to earnings during fiscal year 2004.

At June 30, 2005 and 2004, the fair value of derivatives was recognized as either assets or liabilities in the consolidated statements of financial
condition as follows: (ijthe fair value of the interest rate swaps used to manage the exposure to the stock market on stack indexed depaesits,
fix the cost of short-term borrowings, and hedge the mortgage loans purchased, represented a liability of $14.9 million and $13.8 million,
respectively, in accrued expenses and other liabilities; {ii) the purchased options used to manage the exposure to the stock market on stock
indexed deposits represented an asset of $19.0 million and $16.5 million, respectively; and {iii) the options sold to customers embedded in the
certificates of deposit represented a liability of $18.2 million and $16.2 million, respectively, recorded in deposits.

The Group is exposed to a reduction in the level of net interest income {"NH"} in a rising interest rate environment. NI will fluctuate with
changes in the levels of interest rate affecting interest-sensitive assets and liabilities. Both hypothetical rate scenarios consider a gradual
change of 200 basis points during the twelve-month period. The decreasing rate scenario has a floor of 1%. This floor causes liabilities
(already around 1%) to have littfe cost reduction, while the assets do have a decrease in yields, causing a small loss in certain declining rate
simulations. If (1} the rates in effect at year-end remain canstant, ar increase or decrease on an instantaneous and sustained change of plus
200 basis points or minus 50 basis points, and (2) all scheduled repricing, reinvestments and estimated prepayments, and reissuances are
constant, or increase or decrease accordingly; NIl will fluctuate as shown on the following table:

Change in Interest rate Expected NIl (1) Amount Change Percent Change
June 30,2005:
Base Scenario
Flat $ 78855 $ - 0.00%
+ 200 Basis points $ 50,236 $ (28,619) -36.29%
- 50 Basis points $ 84867 § 6012 7.62%
June 30, 2004
Base Scenario
Flat $ 133,430 3 - 0.00%
+ 200 Basis points $ 123,552 $ {9,878) -7.40%
- 50 Basis points $ 132,876 $  (554) -0.42%

(1) The NIl figures exclude the effect of the amortization of loan fees.
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Nil was increased with the savings of not booking additional expensive swaps. The savings was offset by the effect of a flat curve; higher funding
cost with lower asset yields. The Group recognizes that the risk to rate sensitivity is high. Market changed and opzned a window to buy swaps.
We bought $325 million of 5 year swaps in September of 2005 fixing our liabilities cost. This transaction will decrease substantially the sensitivity
to a level close to the limits set in our policy of 15% (versus current sensitivity of -36.29% at closing).

As a long term strategy to lower the interest risk, the Group will also: (1) Open 10 branches that will provide increases in core deposits; (2}
Change the mix of assets of 80% investments and 20% in loans to 60% and 40%, respectively. The loan increase will be mostly on Commercial
floating rate loans; and (3) Liabilities will be extended.

Liquidity Risk Management

The objective of the Group’s asset and liability management function is to maintain consistent growth in net interest income within the Group’s
policy limits. This objective is accomplished through management of the Group’s balance sheet compaosition, liquidity, and interest rate risk
exposure arising from changing economic conditions, interest rates and customer preferences.

The goal of liquidity management is to provide adequate funds to meet changes in loan demand or unexpected deposit withdrawals. This is
accomplished by maintaining liquid assets in the form of investment securities, maintaining sufficient unused borrowing capacity in the national
money markets and delivering consistent growth in core deposits. As of June 30, 2005, the Group had approximately $1.1 billion in investments
available to cover liquidity needs. Additional asset-driven liquidity is provided by securitizable loan assets. These sources, in addition to the
Group's 10.7% average equity capital base, provide a stable funding base.

In addition to core deposit funding, the Group also accesses a variety of other short-term and long-term funding sources. Short-term funding
sources mainly include securities sold under agreements to repurchase. Borrowing funding source limits are determined annually by each
counterparty and depend on the Bank's financial condition and delivery of acceptable collateral securities. The Bank may be required to provide
additional collateral based on the fair value of the underlying securities. The Group also uses the FHLB as a funding source, issuing notes
payable, such as advances, through its FHLB member subsidiary, the Bank. This funding source requires the Bank to maintain a minimum amount

.. .of qualifying collateral with a fair value of at least 110% of the outstanding advances. At June 30, 2005, the Group has an additional borrowing
capacity with the FHLB of $26.8 million.

In addition, the Bank utilizes the National Certificate of Deposit ("CD”) Market as a source of cost effective deposit funding in addition to local
market deposit inflows. Depositors in this market consist of credit unions, banking institutions, CD brokers and some private corporations or non-
profit organizations. The Bank's ability to acquire brokered deposits can be restricted if it becomes in the future less than well capitalized. An
adequately-capitalized bank, by regulation, may nat accept deposits fram brokers unless it applies for and receives a waiver from the FDIC,

As of June 30, 2005, the Bank had line of credit agreements with other financial institutions permitting the Bank to borrow a maximum aggregate
amount of $55.0 million {no borrowings were made during the year ended June 30, 2005 under such lines of credit). The agreements provide

"~ for urisecured advances to be used by the Group on an overnight basis. Interest rate is negotiated at the time of the transaction. The credit
agreements are renewable annually.

The Group’s liquidity targets are reviewed monthly by the ALCO Committee and are based on the Group’s commitment to make loans and
investments and its ability to generate funds.

The Group's investment portfolio as of June 30, 2005 had an effective duration of 2.33 years. This duration is actively managed in order to maintain
an efficient liquidity ratio.

The principal source of funds for the Group are dividends from the Bank. The ability of the Bank to pay dividends is restricted by regulatory
authorities {see “Dividend Restrictions” under “Reguiation and Supervision”). Primarily, through such dividends the Group meets its cash
obligations and pays dividends to its common and preferred stockholders. Management believes that the Group will continue to meet its cash
obligations as they become due and pay dividends as they are declared.

Changes in statutes and regulations, including tax laws and rules

The Group, as a Puerto Rico-chartered financial holding company, and its subsidiaries, are each subject to extensive federal and local governmental
supervision and regulation relating to its banking, securities and insurance business. The Group also benefits from favorable tax treatment under
regulations relating to the activities of its international banking entities. In addition, there are laws and other regufations that restrict transactions
between the Group and its subsidiaries. Any change in such tax or other regulations, whether by applicable regulators or as a result of legislation
subsequently enacted by the Congress of the United States or the Legislature of Puerto Rico, could adversely affect the Group’s profits and
“financial condition.
~On'August 1, 2005 the PuéFtd Rico Legistature approved-the tawNo: 41 “Law-of the-Educational-Future of the Puerto.Rican Children”. This faw
imposes an additional tax of 2.5 % on taxable netincome. This law is applicable to all corporations and partnerships with a taxable netincome
over $20,000, according to part {a) of Sectien 1015 of the Puerto Rico Internal Revenue Code of 1994,
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This law will be effective for tax years beginning after December 31, 2004 and finish on or before December 31, 2008. Also the effectiveness of
this law is subject to the final approval of the Joint Resoluticn of the Legislature Number 445, concerning the General Budget for the 2005-2006
fiscal year.

Puerto Rico international banking entities, or IBE’s, are currently exempt from taxation under Puerto Rico law. In 2004, Puerto Rico enacted a
law amending the IBE Act. This law imposes income taxes at normal statutory rates on each IBE that operates as a unit of a bank, if the IBE’s net
income generated after December 31, 2003 exceeds 40 percent of the bank’s netincome in the taxable year commenced on July 1, 2003, 30 percent
of the bank’s netincome in the taxable year commenced on July 1, 2004, and 20 percent of the bank’s net income in the taxable year commenced
on July 1, 2005, and thereafter. It does not impose income taxation on an IBE that operates as a subsidiary of a bank.

The Group has an IBE that operates as a unit of the Bank. In November 2003, the Group organized a new IBE that operates as a subsidiary of the
Bank. The Bank transferred as of January 1, 2004, substantially all of the Bank’s IBE assets to the new I1BE subsidiary. Although this transfer of
IBE assets allows the Group to continue enjoying tax benefits, there cannot be any assurance that the |BE Act will not be modified in the future in
a manner to reduce the tax benefits available to the new IBE subsidiary.

Critical Accounting Policies

The consolidated financial statements of the Group are prepared in accordance with GAAP and with general practices within the financial
industry. In preparing the consolidated financial statements, management is required to make estimates and assumptions that affect the
reported amount of assets and liabilities and disclosure of contingent assets and liabilities at the date of the consolidated financial statements
and the reported amount of revenues and expenses during the reporting period. Actual results could differ from those estimates. The Group
believes that of its significant accounting policies, the following may involve a higher degree of judgment and complexity.

¢  Allowance for Loan Losses. The Group assesses the overall risks in its loan portfolio and establishes and maintains a reserve for
probable losses thereon. The allowance for loan losses is maintained at a level sufficient to provide for estimated loan losses based
on the evaluation of known and inherent risks in the Group's loan portfolio. The Group’s management evaluates the adequacy of the
allowance for loan losses on a quarterly basis. Based on current and expected economic conditions, the expected level on net loan
losses and the methodology established to evaluate the adequacy of the allowance for loan losses, management considers that the
allowance for loan losses is adequate to absorb probable losses on its loan portfolio. In determining the allowance, management
considers the portfolio risk characteristics, prior loss experience, prevailing and projected economic conditions and loan impairment
measurements. Any significant changes in these considerations would have an impact on the allowance for loan losses. See Financial
Condition — Allowance for Loan Losses and Non-Performing Assets and Note 1 to the conselidated financial statements — Summary of
Significant Accounting Policies for a detailed description of the Group's estimation process and methodology related to the allowance
for loan losses.

*  Income Taxes. In preparing the consolidated financial statements, management of the Group is required to estimate income taxes. This
involves an estimation of current tax expense together with an assessment of temporary differences resuiting from differences between
the carrying amounts of assets and liabilities for financial reporting purposes and the amounts used for income tax purposes. The
determination of current tax expense involves estimates and assumptions that require the Group to assume certain positions based on
its interpretation of current tax regulations. Changes in assumptions affecting estimates may he required in the future and estimated tax
liabilities may need to be increased or decreased accordingly. The determination of deferred tax expense or benefit is based on changes
in the carrying amounts of assets and liabilities that generate temporary differences. The carrying value of the Group’s net deferred tax
assets assumes that the Group will be able to generate sufficient future taxable income based on estimates and assumptions. If these
estimates and related assumptions change in the future, the Group may be required to record or adjust valuation allowances against its
deferred tax assets resulting in additional income tax expense in the consolidated statements of income.

»  Financial Instruments. Certain financial instruments including derivatives, hedged items and investment securities available-for-sale
are recorded at fair value and unrealized gains and losses are recorded in other comprehensive income or other gains and losses as
appropriate. Fair values are based on listed market prices, if available. If listed market prices are not available, fair value is determined
based on other relevant factors including price quotations for similar instruments. Fair value for certain derivative contracts are derived
from pricing models that consider current market and contractual prices for the underlying financial instruments as well as time valued
and yield curve or volatility factors underlying the positions. See Note 1 1o the consolidated financial statements — Summary of Significant
Accounting Policies for a detailed description of the Group's estimation process and methodology related to the financial instruments.

New Accounting Developments
FASB STATEMENT NO. 123 (R)- ACCOUNTING FOR STOCK-BASED COMPENSATION
On December 18, 2004 the Financial Accounting Standard Board ("FASB”) published Statement 123(R) requiring that the compensation cost

relating to share-based payment transactions be recognized in financial statements. That cost will be measured based on the fair value of the
equity or liability instruments issued. Statement 123(R) covers a wide range of share-based compensation arrangements, including share options,
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restricted share plans, performance-based awards, share appreciation rights, and employee share purchase plans. Statement 123(R) replaces

FASB Statement No. 123, "Accounting for Stock-Based Compensation”, and supersedes APB Opinion No. 25, “Accounting for Stock Issued to

Employees”. Statement 123, as originally issued in 1995, established as preferable a fair-value-hased method of accounting for share-based

payment transactions with employees. However, that Statement permitted entities the option of continuing to apply the guidance in Opinion. 25,

— as long as the footnotes to the financial statements disclosed what net income would have been had the preferable fair-value-based method

————been-used. The Group.will be.required to apply Statement 123(R) as of the first interim or annual reporting period that begins after June 15, 2005.
Required adoption date of Statement 123(R) for a public company with year-end of June 30, is on July 1, 2005,

At June 30, 2005, the Group had three stock-hased employee compensation plans, which are described more fully in Note 1. At present, the
Group accounts for these plans under the recognition and measurement principles of APB Opinion No. 24, “Accounting for Stock {ssued to
Employees”, and related interpretations. No stock-based employee compensation cost is reflected in net income, as all options granted

T during previous-fiscal periods under these plans had an exercise price equal to the market value of the underlying common stock on the date
of grant. Please refer to the Table includedin Note 1 to the consolidated financial statement for an illustration of the effect on netincome and
earnings per share if the Group had applied the fair value recognition provisions.

On June 30, 2005, the Compensation Committee of Group's Board of Directors approved the acceleration of the vesting of all unvested options
to purchase shares of comman stock of OFG that were held by employees, officers and directors as of June 30, 2005. As a result, options
to purchase approximately 1,219,333 shares hecame exercisable. The purpose of the accelerated vesting is to enable the Group to avoid
recognizing in its income statement compensation expense associated with these options in future periods, upon adoption of Statement
123(R]. The future expense to be avoided as a result of the acceleration of the vesting of these options amounts to approximately $3.4 million
on a pre-tax basis over the course of the original vesting period, of which $1.5 million occurs in the first fiscal year ending June 30, 2008, $0.8
million in the second fiscal year, $0.5 million in the third fiscal year, $0.3 million in each of the subsequent two fiscal years, and $65,000 in the
sixth year fiscal year.

SFAS NO. 153 "EXCHANGES OF NONMONETARY ASSETS”

In December 2004, the FASB issued SFAS No. 153, “Exchanges of Nonmonetary Assets, an amendment of APB Opinion No. 29, Accounting for
Nonmonetary Transactions.” This statement amends the principle that exchanges of nonmonetary assets should be measured based on the
fair value of the assets exchanged and more broadly provides for exceptions regarding exchanges of nonmanetary assets that do not have
commercial substance. A nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change
significantly as a result of the exchange. The entity's future cash flows are expected to significantly change if either of the following criteria is
met: a) the configuration {risk, timing, and amount) of the future cash flows of the asset(s) received differs significantly from the configuration of
the future cash flows of the asset{s} transferred. b} the entity-specific value of the asset(s) received differs from the entity-specific value of the
asset{s) transferred, and the difference is significant in relation to the fair values of the assets exchanged. A qualitative assessment will, in some
cases, be conclusive in determining that the estimated cash flows of the entity are expected to significantly change as a result of the exchange.
SFAS No. 153 is effective for nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005.

SFAS NO. 154, ACCOUNTING CHANGES AND ERROR CORRECTIONS — A REPLACEMENT OF APB OPINION N(. 20 AND FASB STATEMENT NO. 3

In May 2005, the FASB issued SFAS No. 154, Accounting Changes and Error Corrections — a replacement of APB Opinion No. 20 and FASB
Statement No. 3. This Statement replaces APB Opinion No. 20, “Accounting Changes,” and FASB Statement No. 3, “Reporting Accounting
Changes in Interim Financial Statements”, and changes the requirements for the accounting for and reporting of a change in accounting principle.
This Statement applies to all voluntary changes in accounting principles. It also applies to changes required by an accounting pronouncement
in the unusual instance that the pronouncement does not include specific transition provisions. When a pronouncement includes specific
transition provisions, those provisions should be followed. Opinion 20 previously required that most voluntary changes in accounting principle
be recognized by including in net income of the period of the change the cumulative effect of changing to the new accounting principles. This
Statement requires retrospective application to prior periods’ financial statements of changes in accounting principles, unless it is impracticable
to determine either the period-specific effects or the cumulative effect of the change. This Statement also redefines restatement as the revising
of previously issued financial statements to reflect the correction of an error. This Statement requires that retrospective application of a change
in accounting principle be limited to the direct effects of the change. Indirect effects of a change in accounting principle should be recognized
in the period of the accounting change. This Statement also requires that a change in depreciation, amortization, ar depletion method for long-
lived, nonfinancial assets be accounted for as a change in accounting estimate effected by a change in accounting principle. This Statement

T carries forward without change the guidance contained in Opinion 20 for reporting the correction of an error in previously issued financial
statements and a change in accounting estimate. This Statement also carries forward the guidance in Opinion 20 requiring justification of a
change in accounting principle on the basis of preferability. This Statement will be effective for accounting changes and corrections of errars
made in fiscal years beginning after December 15, 2005. Early adoption is permitted for accounting changes and corrections of errors made in
fiscal years beginning after the date this Statement is issued. This Statement does not change the transition provisions of any existing accounting
pronouncements, including those that are in a transition phase as of the effective date of this Statement. Management believes that the adoption
of this statement will not have a material effect on the Group’s consolidated financial statements.
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Table 13

SELECTED QUARTERLY FINANCIAL DATA:
Fiscal years ended June 30, 2005, 2004 and 2003

{Dollars in thousands) September 30, December 31, March 31, June 30, YTD
FISCAL 2005
Interest income $ 44947 $ 47,917 $ 41572 $ 48,876 $ 189,312
Interest expense (21,294) {24,855) (27,162) {29,588) (102,899)
Net interest income 23,653 23,062 20,410 19,288 86,413
Provision for loan losses {700) {1,105) (660) (850) (3,315}
Net interest income after provision for loan losses 22,953 21,957 18,750 18,438 83,098
Non-interest income 10,404 11,943 6,101 6,437 34,885
Non-interest expenses {15,183} {15,508) (15,472) (16,857) (63,020)
Income before taxes 18174 18,392 10,3719 8,018 54,963
Income tax (expense) benefit (768) 123 2,671 (377) 1,648
Net income 17,406 18,515 13,050 7,641 56,612
Less: Dividends on preferred stock {1,200) (1,200} (1,200 {1,202) (4.802)
Net income available to common shareholders $ 16,206 $ 17,315 $ 11,850 $ 6439 $ 51,810
Per share data (1)
Basic 3 0.67 8 0.70 3 0.48 3 0.26 $ 2.1
Diluted 3 0.64 3 0.68 3 0.46 $ 0.26 $ 2.05
Average common shares outstanding 24,262 24,552 24,628 24,847 24,571
Average potential common share-options 1,195 1,059 1,001 357 687
Average shares and shares equivalents 25,457 25,611 25,629 25,204 25,258
Selected Financial Ratios:
Return on average assets {RDA) 1.84% 1.78% 1.25% 1.99% 1.39%
Return on average equity {(ROE) 27.60% 27.26% 17.67% 32.33% 20.15%
Efficiency ratio 48.42% 47.88% 57.97% 47.70% 54.01%
Expense ratio 0.83% 0.62% 0.91% 0.73% 0.83%
Interest rate spread 2.46% 2.11% 1.82% 1.68% 2.00%
(Dollars in thousands) September 30,  December 31, March 31, June 30, YTD
FISCAL 2004
interestincome $ 37,365 $ 42,085 $ 42,447 $ 42,488 $ 164,385
Interest expense (18,467) {19,139) {19,691) (19,877) (77,174)
Net interest income 18,898 22,946 22,756 22,611 87,211
Pravision for oan losses 1,340 1,014 1,050 1,183 4,587
Net interest income after provision for loan losses 17,558 21,932 21,706 21,428 82,624
Non-interest income 12,942 9,357 11,198 12,536 46,034
Nan-interest expenses 15,381 14,603 14,997 14,451 59,432
Income before taxes 15,119 16,686 17,908 19,513 69,226
Income tax expense {1,560) {998) (1,585) (1,434) (5,577)
Net income 13,559 15,688 16,323 18,079 63,649
Less: Dividends on preferred stock (597) (1,200) (1,200) {1,201) {4,198)
Net income available to common shareholders $ 12,962 $ 14,488 $ 15123 $ 16,878 $ 59,451
Per share data (1)
Basic S 0.61 3 0.67 3 0.68 3 0.70 $ 2.65
Diluted $ 0.56 $ 0.63 3 0.64 3 0.66 $ 249
Average common shares outstanding 21,394 21,685 22,318 24,181 22,394
Average potential common share-options 1,530 1,433 1,444 1,310 1,451
Average shares and shares equivalents 22,984 23,118 23,762 25,4891 23,845
Selected Financial Ratios:
Return an average assets (ROA) 1.74% 1.95% 1.93% 1.99% 1.91%
Return on average equity (ROE) 30.34% 41.28% 36.35% 32.33% 34.64%
Efficiency ratio 55.09% 47.80% 48.53% 47.70% 49.63%
Expense ratio 0.88% 0.89% 0.85% 0.79% 0.85%
interest rate spread 2.56% 2.85% 2.68% 2.48% 2.64%
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Table 13

SELECTED QUARTERLY FINANCIAL DATA:

Fiscal years ended June 30, 2005, 2004 and 2003

(Dollars in thousands) September 30,  December 31, March 31, June 30, YTD

FISCAL 2003

interestincome $ 37,14 $ 37,851 $ 39,11 $ 37,060 $ 151,746

Interest expense 19,548 19,414 19,420 18,953 77,335
Net interest income 18,166 18,437 19,701 18,107 7441

Provision for loan {osses 840 1,100 840 1,400 4,190
Net interest income after provisien for loan losses 11,326 17,337 18,841 16,707 7021

Non-interest income 7,567 8,592 8,622 14,258 39,039

Non-interest expenses {12,836) (12,471) {13,770) (14,579) (53,656)
Income before taxes 12,057 13,458 13,703 16,386 55,604

Income tax expense {483) {943} {697) {2,161) {4,284)
Netincome 11,574 12,515 13,006 14,225 51,320

Less: Dividends on preferred stock (597) _(597) (597) (596} (2,387)
Net income available to commaon shareholders $ 10977 $ 11,918 $ 12,409 $ 13,629 $ 48933

Per share data (i)
Basic $§ 053 $ 057 $ 059 § 064 § 232
Diluted $ 049 $ 053 $ 055 $ 059 $§ 215
Average common shares outstanding 20,839 21,005 21,055 21,244 21,049
Average potential common share-options 1,712 1,659 1,698 1,662 1,683

Average shares and shares equivalents 22,551 22,664 22,753 22,906 22,132

Selected Financial Ratios:
Return on average assets (ROA) 1.84% 1.87% 1.87% 1.99% 1.88%
Return on average equity (ROE) 31.10% 31.25% 30.45% 32.06% 31.33%
Efficiency ratio 52.47% 48.76% 51.54% 55.22% 51.35%
Expense ratio 1.14% 0.82% 1.03% 0.99% 0.99%
Interest rate spread 3.08% 2.97% 2.93% 2.65% 2.91%

(1) Adjusted for stock dividends and stock splits effected in
the form of dividend.
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Report of Independent Registered
Public Accounting Firm

Deloitte
& Touche

To the Board of Directors and Stockholders of
Oriental Financial Group Inc.
San Juan, Puerto Rico

We have audited the accompanying consolidated statements of financial condition of Orienta! Financial Group Inc. and its subsidiaries (the
“Group”) as of June 30, 2005 and 2004, and the related consolidated statements of income, changes in stockholders’ equity, comprehensive
income, and cash flows for each of the three years in the period ended June 30, 2005. These financial statements are the responsibifity of the
Group’'s management. Our responsibility is to express an opinion on these financial statements based on our audits.

We conducted our audits in accordance with standards of the Public Company Accounting Oversight Board {United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether the financial statements are free of material
misstatement. An auditincludes examining, on a test basis, evidence supporting the amounts and disclosures in the financial statements. An
audit also includes assessing the accounting principles used and significant estimates made by management, as well as evaluating the overall
financial statement presentation. We believe that our audits provide a reasonable basis for our opinion.

In our opinion, such consolidated financial statements present fairly, in all material respects, the financial position of Oriental Financial Group
Inc. and its subsidiaries as of June 30, 2005 and 2004, and the results of its operations and its cash flows for each of the three years in the
period ended June 30, 2005, in conformity with accounting principles generally accepted in the United States of America.

We have also audited, in accordance with the standards of the Public Company Accounting Qversight Board (United States), the effectiveness
of the Group's internal control over financial reporting as of June 30, 2005, based on the criteria established in Internal Control—Integrated
Framework issued by the Committee of Sponsoring Organizations of the Treadway Commission and our report dated September 9, 2005
expressed an unqualified opinion on management's assessment of the effectiveness of the Group 's internal control over financial reporting
and an unqualified opinion on the effectiveness of the Group's internal control over financial reporting.

Lebnitbe * baeelie 20/

San Juan, Puerto Rico
September 9, 2005

Stamp No. 2083062
affixed to original.
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Report of Independent Registered
Public Accounting Firm

Deloitte
& Touche

To the Board of Directors and Stockholders of
Oriental Financial Group Inc.
San Juan, Puerto Rico

We have audited management's assessment, included in the accompanying Management's Report on Internal Control Over Financial Reporting
that QOriental Financial Group Inc. and its subsidiaries {the " Group”) maintained effective internal control aver financial reporting as of June
30, 2005, based on criteria established in Internal Controi—Integrated Framework issued by the Committee of Sponsoring Organizations of
the Treadway Commission. The Group's management is responsible for maintaining effective internal control over financial reporting and for
its assessment of the effectiveness of internal control over financial reporting. Our responsibility is to express an opinion on management's
assessment and an opinion on the effectiveness of the Group's internal control over financial reporting based on our audit.

We conducted our auditin accordance with the standards of the Public Company Accounting Oversight Board (United States). Those standards
require that we plan and perform the audit to obtain reasonable assurance about whether effective internal control over financial reporting

77T ~was maintained-in-all material respects: Our auditincluded obtaining-an understanding of internal control. over financial.reporting, evaluating

management's assessment, testing, and evaluating the design and operating effectiveness of internal contral, and performing such other
procedures as we considered necessary in the circumstances. We believe that our audit provides a reasonable basis for our opinions.

A company's internal control over financial reporting is a process designed by, or under the supervision of, the company's principal executive
and principal financial officers, or persons performing similar functions, and effected by the company's board of directors, management, and

———-other personnel to provide reasonable assurance regarding.the reliability of financial reporting and the preparation of financial statements
for external purposes in accordance with generally accepted accounting principles. A company's internal control over financial reporting
includes those policies and procedures that (1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly refiect the
transactions and dispesitions of the assets of the company; (2) provide reasonable assurance that transactions are recorded as necessary to
permit preparation of financial statements in accordance with generally accepted accounting principles, and that receipts and expenditures of
the company are being made only in accordance with authorizations of management and directors of the company; and {3) provide reasonable
assurance regarding prevention or timely detection of unauthorized acquisition, use, or dispasition of the company's assets that could have a
material effect on the financial statements.

Because of the inherent limitations of internal control aver financial reporting, including the possibility of collusion or impraper management
override of controls, material misstatements due to error or fraud may not be prevented or detected on a timely basis. Also, projections of any
evaluation of the effectiveness of the internal control over financial reporting to future periods are subject to the risk that the controls may
become inadequate because of changes in conditions, or that the degree of compliance with the policies or procedures may deteriorate.

In our opinion, management's assessment that the Group maintained effective internal control over financial reporting as of June 30, 2005, is

- fairly stated, in all materiai respects, based on the criteria established in internal Control-—Integrated Framewaork issued by the Committee of
Sponsoring Organizations of the Treadway Commission. Also, in our opinion, the Group maintained, in all material respects, effective internal
control over financial reporting as of June 30, 2005, based on the criteria established in Internal Control—integrated Framework issued by the
Committee of Sponsoring Organizations of the Treadway Commission.

We have alse audited, in accordance with the standards of the Public Company Accounting Oversight Board (United States), the consolidated
financial statements of Oriental Financial Group Inc. and its subsidiaries as of and for the year ended June 30, 2005, and our report dated
September 9, 2005 expressed an unqualified opinion on those financial statements.

Lebpitfe x Lacelic 20/°

San Juan, Puerto Rico
September 9, 2005
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Oriental Financial Group Inc.

Management’s Report on Internal Control Over Financial Reporting

To the Board of Directors and Stockholders
of Qriental Financial Group Inc..

The management of Oriental Financial Group Inc. (the “Group”) is responsible for establishing and maintaining adequate internal control over
financial reporting, as defined in Rules 13a - 15(f) and 15d - 15(f) under the Securities Exchange Act of 1934, and for the assessment of internal
control over financial reporting. The Group’s internal control over financial reporting is a process designed to provide reasonable assurance
regarding the reliability of financial reporting and the preparaticn of financial statements for external purposes in accordance with accounting
principles generally accepted in the United States of America.

The Group's internal control over financial reporting includes those policies and procedures that:

(1) pertain to the maintenance of records that, in reasonable detail, accurately and fairly reflect the transactions and dispositions of the
assets of the Group;

{2) provide reasonable assurance that transactions are recorded as necessary to permit preparation of financial statements in
accordance with accounting principles generally accepted in the United States of America, and that receipts and expenditures of
the Group are being made only in accordance with authorizations of management and directors of the Group; and

(3) provide reasonable assurance regarding prevention or timely detection of unauthorized acquisition, use or disposition of the Group's
assets that could have a material effect on the financial statements.

Because of its inherent limitations, internal control over financial reporting may not prevent or detect misstatements. Also, projections of any
evaluation of effectiveness to future periods are subject to the risk that controls may become inadequate because of changes in conditions,
or thatthe degree of compliance with the policies or procedures may deteriorate.

The Group’s management has assessed the effectiveness of the Group’s internal control over financial reporting as of June 30, 2005. In
making this assessment, management used the criteria set forth by the Committee of Sponsoring Organizations of the Treadway Commission
(COS0) in Internal Control-Integrated Framework.

Based on its assessment, management has concluded that the Group maintained effective internal control over financial reporting as of June
30, 2005 based on the criteria referred to above.

The Group management's assessment of the effectiveness of its internal control ever financial reporting as of June 30, 2005, has been audited
by Deloitte & Touche LLP, the Group's independent registered public accounting firm, as stated in their report which appears on the previous
page.

By:/s/ José Rafael Fernandez By: /s/ Héctor Méndez

José Rafael Fernandez Héctor Méndez

President and Chief Executive Officer Senior Executive Vice President,
Date:__September 13, 2005 Treasurer and Chief Financial Officer

Date: _ September 13, 2005
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Consolidated Statements of Financial Condition

June 30, 2005 and 2004
{In thousands, except share data) 2005 2004
ASSETS
Cash and due from banks $ 14,892 $ 9,284
Investments:
Time deposits with other banks 30,000 -
Money market investments 9,791 7,747
Short term investments 39,791 7.747
Trading securities, at fair value with amortized cost of $259 (June 30, 2004 - $561} 265 574
Investment securities available-for-sale, at fair value with amortized cost of $1,036,153 (June 30, 2004 - $1,533,145)
Securities pledged that can be repledged 409,556 986,165
Other investment securities 620,164 541,242
Total investment securities availahle-for-sale 1,029,720 1,527,407
Investment securities held-to-maturity, at amortized cost with fair value of $2,142,708 (June 30, 2004 - $1,275,534):
Securities pledged that can be repledged 1,802,596 1,002,041
Other investment securities - 332,150 280,821
Total investment securities heid-to-maturity 2,134,746 1,282,862
Federal Home Loan Bank {FHLB} stock, at cost 27,058 28,160
Total investments 3,231,580 2,846,750
Securities sold but not yet delivered 1,034 47,312
Loans:
Mortgage loans held-for-sale, at lower of cost or market 17,963 5814
Loans receivable, net of allowance for loan losses of $6,495 (June 30, 2004 - $7,553) 889,428 737,642
Total ioans, net 907,381 743,456
Accrued interest receivable 23,735 19,127
Premises and equipment, net 15,269 18,552
Deferred tax asset, net 6,191 7,337
Foreclosed real estate, net 4,186 888
Other assets 46,374 32,989
Total assets $ 4,250,652 $ 3,725,695
LIABILITIES AND STOCKHOLDERS' EQUITY
Deposits:
Demand deposits $ 152,165 $ 126,296
Savings accounts 93,925 88,463
Certificates of deposit 1,006,807 809,590
Total deposits 1,252,897 1,024,349
_Borrowings: )
Securities sold under agreements to repurchase 2,191,756 1,895,865
Advances from FHLB 300,000 300,000
Term notes 15,000 15,000
Federal Funds purchased 12,310 -
Subordinated capital notes 72,166 72,166
Total borrowings 2,591,232 2,283,031
" Securities and loans purchased but not yet received 22,772 89,068
Accruedexpenses and ather liabilities 42,584 34,580
Total liabilities 3,909,485 3,431,028
Commitments and contingencies - -
Stockholders’ equity:
Preferred stock, $1 par value; 5,000,000 shares authorized; $25 liquidation value;
1,340,000 shares of Series A and 1,380,000 shares of Series B issued and outstanding 68,000 68,000
Common stock, $1 par value; 40,000,000 shares authorized; 25,103,636 shares issued
(June 30, 2004 - 22,253,084 shares) 25,104 22,253
Additional paid-in capita! 187,301 125,206
Legal surplus 33,893 27,425
Retained earnings 68,620 101,723
Treasury stock, at cost 228,000 (June 30, 2004 - 246,441 shares) (3,368) (4,578)
Accumulated other comprehensive loss, net of tax benefit of $311 (June 30, 2004 - $474) (38,383) (45,362)
Total stockholders’ equity 341,167 294,667

Total liabilities and stockholders’ equity

$ 4,250,652

$ 3,725,695

See notes to consolidated financial statements.
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Consolidated Statements of Income
For the fiscal years ended June 30 2005, 2004 and 2003

{In thousands, except per share data) 2005 2004 2003
Interest income:
Loans $ 54,966 $ 52,130 3 51,486
Mortgage-backed securities 103,425 104,779 96,225
Investment securities 30,395 1312 3,739
Short term investments 526 164 296
Total interest income 189,312 164,385 151,746
Interest expense:
Deposits 29,744 30,012 33,657
Securities sold under agreements to repurchase 60,524 36,018 33,834
Advances from FHLB, term notes and other borrowings 8,313 8,158 7918
Subordinated capital notes 4,318 2,986 1,926
Total interest expense 102,899 17174 71,335
Met interest income 86,413 87,211 74,411
Provision for loan losses 3315 4,587 4,190
Net interest income after provision for loan losses 83,098 82,624 70,221
Non-interest income {expense):
Commissions and fees from fiduciary activities 7641 8,636 6,891
Commissions and fees from broker, investment banking and insurance activities 6,730 8,981 7,581
Banking service revenues 7,752 7,165 5,968
Net gain {loss) on:
Mortgage banking activities 1,774 7119 8,026
Securities available-for-sale 7.446 13,414 14,223
Derivatives 2,811) 11 {4,061)
Trading securities (15) 21 571
Premises and equipment - - (219)
Other 368 87 59
Total non-interest income, net 34,885 46,034 39,039
Nomn-interest expenses:
Compensation and employees’ benefits 26,663 24,579 20,563
Occupancy and equipment 10,583 9,639 8,079
Advertising and business promation 6,506 7,466 7,052
Professional and service fees 6,994 5,631 6,467
Communication 1,630 1,849 1,671
Loan servicing expenses 1,727 1,853 1,775
Taxes, other than payroll and income taxes 1,836 1,754 1,556
Electronic banking charges 2,075 1,679 1,244
Printing, postage, stationery and supplies 891 1,121 1,038
Insurance, including depaosit insurance 767 9N 736
Other 3,348 3,070 2,475
Total non-interest expenses 53,020 59,432 53,656
Income before income taxes 54,963 69,226 55,604
Income tax benefit (expense) 1,649 (5,577) (4,284}
et income 56,612 63,649 51,320
Less: Dividends on preferred stock {4,802) (4,198) (2,387)
Net income available to common sharehalders $ 51,810 $ 59,451 $ 48933
income per common share:
Basic § an $ 265 $ 232
Diluted § 205 $ 248 $ 215
Average comman shares outstanding 24,571 22,394 21,048
Average potential common share-gptions 687 1,451 1,683
25,258 23,845 22,132
Cash dividends per share of commaon stock $§ 055 $ 051 $ 045

See notes to consolidated financial statements.
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Consolidated Statements of Changes in Stockholders’ Equity
-~ For the-fiscal years ended June 30 2005, 2004 and 2003
{In thousands) 2005 2004 2003
CHANGES JN STOCKHOLDERS EQUITY:
Preferred stock:
Balance at beginning of period $ 68,000 $ 33,500 $ 33,500
Issuance of preferred stock - 34,500 -
Balance at end of period 68,000 68,000 33,500
Common stock:
Balance at beginning of period 22,253 19,684 15,300
Issuance of common stock - 1,955 -
Stock options exercised 857 614 520
Stock dividend and stock split effected in the form of a dividend 1,994 - 3,864
Balance at end of period 25,104 22,253 19,684
Additional paid-in capital:
Balance at beginning of period 125,206 57,236 52,670
Issuance of common stock - 52,785 -
Stock options and related 3,650 5,282 4,566
Stock dividend and stock split effected in the form of a dividend 58,455 14,526 -
Common stock issuance costs (10) (3,180)
Preferred stock issuance costs - {1,443) -
Balance at end of period 187.301 125,206 57,236
Legal surplus:
Balance at beginning of period 27,425 21,099 15,997
Transfer from retained earnings 6,468 6,326 5,102
Balance at end of period 33,893 27,425 21,099
Retained earnings:
Balance at beginning of period 101,723 106,358 75,806
Netincome 56,612 63,649 51,320
Cash dividends declared on common stock (13,522} (11,425) {9,415)
Stock dividend and stock split effected in the form of a dividend (64,923) (46,335) (3,864)
Cash dividends declared on preferred stock (4,802) {4,198) (2,387)
Transfer to legal surplus {6,468) {6,326) {5,102)
~ 7"~ "Balance atend of period 68,620 101,723 106,358
Treasury stock:
Balance at beginning of period (4,578) (35,888) {33,674)
Stock purchased / used to match defined contribution plan 1165(e) {3,263) (499) (2,214)
Stock dividend 4,473 31,809 -
Balance at end of period {3.368) (4,578) {35,888)
Accumulated other comprehensive income {loss), net of tax:
Balance at beginning of period {45,362) (309) 6,830
Other comprehensive income (loss), net of tax 6,979 (45,053) (7,139)
Balance at end of period (38.383) (45,362) (309)
Total stockholders’ equity $ 341,167 $ 294,667 $ 201,680
- Consolidated Statements of Comprehensive Income
~__ For the fiscal years ended June 30 2005, 2004 and 2003
(In thousands) 2005 2004 2003
COMPREHENSIVE INCOME
Net income $ 56,612 $ 63,649 $ 51,320
Other comprehensive income (loss), net of tax:
Unrealized gain (loss} on securities available-for-sale arising during the period $ 10,830 $ (65,037) $ 28,691
Realized gains on investment securities available-for-sale included in net income (7,446) (13,414) {14,223}
Unrealized gain {loss) on derivatives designated as cash flows hedges arising during the period (6,372) 11,134 {36,318)
Realized loss on derivatives designated as cash flow hedges included in netincome 10,131 17,744 16,141
Amount reclassified into earnings during the period related to transition adjustment on derivative activities - 372 227
income tax effect related to unrealized (gain) loss on securities available-for-sale (164) 4,148 (1,657
Other comprehensive income {loss) for the period 6979 {45,053} (7.139)
Comprehensive income $ 63591 $ 18,596 $ 44181

See notes to consolidated financial statements.
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Consolidated Statements of Cash Flows

Years ended June 30, 2005, 2004 and 2003

{In thousands) 2005 2004 2003
Cash flows from operating activities:
Netincome $ 56,612 $ 63,649 $ 51,320
Adjustments to reconcile netincome to net cash used in operating activities:
Amortization of deferred loan origination fees, net of costs (2,609) (2,971) (2,005)
Amortization of premiums, net of accretion of discounts on investment securities 9,835 12,535 7,086
Depreciation and amartization of premises and equipment 5,857 4,970 4,692
Deferred income tax expense 982 397 76
Equity in earnings of investment in limited liability partnership (247) - -
Provision for loan losses 3,315 4,587 4,190
Loss (gain) on:
Sale of securities available-for-sale (7.446) (13,414} {(14,223)
Mortgage banking activities (7,774) (7,719} (8,026)
Derivatives 2,811 (11} 4,061
Sale of premises and equipment - - 219
Originations of loans held-for-sale {178,256) {227,964) (113,548)
Proceeds from sale of loans held-for-sale 102,305 124,813 2,867
Net decrease {increase} in:
Trading securities 309 463 8,222
Accrued interest receivable {4,608) (1,411) (2,018)
Other assets (11,820) (1,761} 5627
Netincrease {decrease)in:
Accrued interest on depaosits and borrowings 5,252 2,628 (384}
Other liabilities 1,296 {1,314) 1,218
Total adjustments (80,798) (106,172) {101,946)
Net cash used in operating activities {24,186) {42,523) (50,626}
Cash flows from investing activities:
Net decrease (increase) in time deposits with other banks (30,000} 365 (120)
Purchases of:
Investment securities available-for-szle (1,738,613) (1,740,118) (1,912,359)
Investment securities held-to-maturity {529,008) {288,959) -
FHLB stock - (5,623} {6,493}
Purchases of equity options and put options (1,371} (2,425) (2,238)
Maturities and redemptions of:
Investment securities available-for-sale 562,230 710,782 1,061,919
Investment securities held-to-maturity 232,290 34,709 -
FHLB stock 1,102 - 1,166
Proceeds from sales of:
Investment securities available-for-sale 1,143,501 610,566 681,234
Premises and fixed assets 3,355 - -
Other real estate owned 3,034 885 -
Loan production:
Origination and purchase of loans, excluding loans held-for-sale (333,177) (199,262) (324,980)
Principal repayment of loans 206,113 180,138 168,343
Additions to premises and equipment {4,073) {7,360} (2,866}
Other - {1,083) (1,592)
Net cash used in investing activities (484,616) (707,385) (337,986)
Cash flows from financing activities:
Net increase (decrease) in:
Deposits 224,928 (25,468) 78,391
Securities sold under agreements to repurchase 295,891 495,267 403,729
Federal funds purchased 12,310
Proceeds from:
Advances from FHLB 2,204,272 734,200 949,700
Exercise of stock options, net 4,507 5,896 5,086
Repayments of advances from FHLB (2,204,272) (564,200) (1,027,900)
Issuance of subordinated capital notes - 35,043 -
Issuance of common stock, net - 51,560 -
{ssuance of preferred stock, net - 33,057 -
Common stock purchased (3,263) (499} {2,214)
Dividends paid {17,919) (15,014) {11,395)
Net cash provided by financing activities 516,454 749,842 395,397
Net change in cash and cash equivalents 7,652 (66) 6,785
Cash and cash equivalents at beginning of year 17,031 17,097 10,312
Cash and cash equivalents at end of year $ 24,683 $ 17,031 $ 17,097
Cash and cash equivalents include:
Cash and due from banks $ 14,892 3 9,284 $ 15945
Money market investments 9,731 7,747 1,152
$ 24,683 “$ 1703 $ 17,097
Supplemental Cash Flow Disclosure and Schedule of Noncash Activities:
Interest paid $ 97,647 $ 74,548 $ 76,416
Tncome taxes paid § 554 3 1,894 $ 88
Mortgage loans securitized into mortgage-backed securities $ 85809 $ 100,202 $ 110,843
Investment securities available-for-sale transferred to held-to-maturity $ 565,191 $ 1,114,424 $ -
Accrued dividend payable $ 3487 3 3,081 § 2472
Other comprehensive income (loss) for the year $ 6979 $  (45,053) $ (7139
Securities sold but not yet delivered $ 1,034 S 47312 $ 1,89
Securities and loans purchased but not yet received § 22,777 ~$ 89,068 $ 152,219
Transfer from loans to foreclosed real estate $ 4,688 3 1,237 $ 571
Stock dividend paid from treasury stock s 4474 $ 31,809 $ -

id d& Y

See notes to i tat
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Notes to Consolidated Financial Statements
As of June 30, 2005 and 2004
And for Each of the Three Years in the Period Ended June 30, 2005

1. SUMMARY OF SIGNIFICANT ACCOUNTING POLICIES

~The accounting and reporting policies of Oriental Financial Group Inc. (the "Group” or “Griental”) conform-to accounting principles generally

accepted in the United States of America ("GAAP”} and ta financial services industry practices. The following is a description of the Group's
most significant accounting policies:

Nature of Operations

Oriental is a financiai holding company incorporated under the laws of the Commonweaith of Puerto Rico. It has four subsidiaries, Oriental

Bankand Trust (the “Bank™), Oriental Financial Services Corp. (“Oriental Financial Services”}, Brientaldnsurance, Inc. and Caribbean Pension.

Consultants, Inc. The Group also has two special purpose entities, Oriental Financial (PR) Statutory Trust | {the “Statutory Trust1”) and Qriental
Financial (PR) Statutory Trust Il {the “Statutory Trust |1”). The Bank has two wholly-owned subsidiaries, Oriental International Bank, inc. and
Oriental Mortgage, Inc. Through these subsidiaries, the Group provides a wide range of financial services such as mortgage, commercial
and consumer [ending, financial planning, insurance sales, money management and investment brokerage services, as well as corporate
and individual trust services. Note 17 to the consolidated financial statements present further information about the operations of the Group’s
business segments.

The main offices for the Group and its subsidiaries are located in San Juan, Puerto Rico. The Group is subject to examination, regulation and
periodic reporting under the Bank Holding Company Act of 1956, as amended, which is administered by the Board of Governors of the Federal
Reserve System.

The Bank operates through twenty-four branches located throughout the island and is subject to the supervision, examination and regulation
of the Office of the Commissioner of Financial Institutions of Puerto Rico and the Federal Deposit Insurance Corporation (“FDIC”), which

insures-its -deposits through- the Savings Association. Insurance Fund (SAIF), up to $100,000 per depositor. The Bank has a wholly-owned

subsidiary; Oriental-Mortgage Corporation-(“Oriental- Mertgage”), which-is currently inactive, and its. only asset is a cash account with an
insignificant balance as of June 30, 2005 and 2004. The Bank also operates an international banking entity {“IBE"), which is a unit of the Bank,
named 0.B.T. International Bank, pursuant to the International Banking Center Regulatary Act of Puerto Rico, as amended (the “IBE Act”). In
November 2003, the Group organized a new |BE, named Oriental International Bank Inc., as a wholly owned subsidiary of the Bank. The Group
transferred as of January 1, 2004 most of the assets and liabilities of 0.B.T. International Bank to the new IBE subsidiary. The IBE offers the
Bank certain Puerto Rico tax advantages and its services are limited under Puerto Rico law to persons and assets/liabilities located outside
of Puerto Rico.

Oriental Financial Services is subject to the supervision, examination and regulation of the National Association of Securities Dealers, Inc., the
Securities and Exchange Commission (“SEC”), and the Office of the Commissioner of Financial {nstitutions of Puerto Rico. Oriental Insurance
is subject to the supervision, examination and regulation of the Office of the Commissioner of Insurance of Puerto Rico.

Use of Estimates in the Preparation of Financial Statements

The preparation of financial statements in conformity with GAAP requires management to make certain estimates and assumptions that affect
"the reported amounts of assets and liabilities and disclosure of contingent assets and liabilities as of the date of the consolidated financial
statements-and-the-reported amount of revenues-and expenses during the reporting period. Actual results could differ from those estimates.
Material estimates that are particularly susceptible to significant change in the near term relate mainly to the determination of the allowance
for loan losses, income tax, and the valuation of derivatives.

Principles of Consolidation

The accompanying consolidated financial statements include the accounts of the Group and its wholly owned subsidiaries. All significant
intercompany transactions and balances have been eliminated in consolidation.
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Significant Group Concentrations of Credit Risk

Most of the Group’s business activities are with customers located in Puerta Rico. Note 3 discuss the types of securities in which the Greup
invests. Note 5 discuss the types of lending the Group engages in. The Group does not have any significant concentrations with any one
industry or customer.

Cash Equivalents

For purposes of presentation in the consolidated statements of cash flows, the Group considers as cash equivalents all money market
instruments that are not pledged with maturities of three months or less at the date of acquisition.

Earnings per Common Share

Basic earnings per share excludes potential dilutive common shares and is calculated by dividing netincome available to common shareholders
(net income reduced by dividends on preferred stock) by the weighted average of outstanding common shares. Diluted earnings per share
is similar to the computation of basic earnings per share except that the weighted average of common shares is increased to include the
number of additional common shares that would have been outstanding if the dilutive potential comman shares (options) had been issued,
assuming that proceeds from exercise are used to repurchase shares in the market {treasury stock method). Any stock splits and dividends
are retroactively recognized in all periods presented in the financial statements.

Securities Purchased / Sold Under Agreements to Resell / Repurchase

The Group purchases securities under agreements to resell the same or similar securities. Amounts advanced under these agreements
represent short-term loans and are reflected as assets in the statements of financial condition. It is the Group’s policy to take possession of
securities purchased under resale agreements while the counterparty retains effective control over the securities. The Group monitors the
market value of the underlying securities as compared to the related receivable, including accrued interest, and requests additional collateral
when deemed appropriate. The Group also sells securities under agreements to repurchase the same or similar securities. The Group retains
effective control over the securities sold under these agreements; accordingly, such agreements are treated as financing agreements, and the
ohligations to repurchase the securities sold are reflacted as liabilities. The securities underlying the financing agreements remainincluded in
the asset accounts. The counterparty to repurchase agreements generally has the right to repledge the securities received as collateral.

Investment Securities

Securities are classified as held-to-maturity, available-for-sale or trading. Securities for which the Greup-has the positive-intent and- ability-to-- -

hold to maturity are classified as held-to-maturity and are carried at amortized cost. Securities that might be sold prior to maturity because of
interest rate changes, to meet liguidity needs, or to better match the repricing characteristics of funding sources are classified as available-
for-sale. These securities are reported at fair value, with unrealized gains and losses excluded from earnings and reported net of tax in other
comprehensive income.

The Group classifies as trading those securities that are acquired and held principally for the purpose of selling them in the near future. These
securities are carried at fair value with realized and unrealized changes in fair value included in earnings in the period in which the changes
accur. Interest revenue arising from trading instruments is included in the statements of income as part of interestincome.

The Group's investment in the Federal Home Loan Bank (FHLB) of New York stock has no readily determinable fair value and can only be sold
back to the FHLB at cost. Therefore, the carrying value represents its fair value.

Premiums and discounts are amortized to interest income over the life of the related securities using the interest method. Net realized gains
or losses on sales of investment securities available for sale, and unrealized loss valuation adjustments considered other than temporary, if
any, on securities classified as either available-for-sale or held-to-maturity are reported separately in the statements of income. The cost of
securities sold is determined on the specific identification method.

Impairment of lnvestment Securities

The Group evaluates its securities available-for-sale and held-to-maturity for impairment. An impairment charge in the consolidated statements
of income is recognized when the decline in the fair value of investments below their cost basis is judged to be other-than-temporary. The
Group considers various factors in determining whether it should recognize an impairment charge, including, but not limited to the length of
time and extent to which the fair value has been less than its cost basis, and the Group's intent and ability to hold the investment for a period
of time sufficient to allow for any anticipated recovery in market value. For debt securities, the Group also considers, among other factors, the
debtors repayment ability on its bond obligations and its cash and capital generation ability.
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Derivative Financial Instruments

As part of the Group’s asset and liability management, the Group uses interest-rate contracts, which include interest-rate swaps to hedge
various exposures or to modify interest rate characteristics of various statement of financial condition accounts.

The Group follows Statement of Financial Accounting Standards {“SFAS”) No. 133, “Accounting for Derivative Instruments and Hedging
Activities”, as amended (refer to Note 10), which establishes accounting and reporting standards for derivative instruments, including certain
derivative instruments embedded in other contracts, and for hedging activities. The statement requires that all derivative instruments be
recognized as assets and liabilities at fair value. If certain conditions are met, the derivative may qualify for hedge accounting treatment and
be designated as one of the following types of hedges: (a) hedge of the exposure to changes in the fair value of a recognized asset or liability
or an unrecognized firm commitment (“fair value hedge”); (b} a hedge of the exposure to variability of cash flows of a recognized asset, liability
or forecasted transaction (“cash flow hedge”) or {c) a hedge of foreign currency exposure {“foreign.currency hedge”).

“Inthe case of a qualifying fair value hedge, changes in the value of the derivative instruments that have been highly effective are recognized in
current period earnings along with the change in value of the designated hedged item. In the case of a qualifying cash flow hedge, changes in
the value of the derivative instruments that have been highly effective are recognized in other comprehensive income, until such time as those
earnings are affected by the variability of the cash flows of the underlying hedged item. In either a fair value hedge or a cash flow hedge, net

-..garnings may-be impacted to the extent the changes in the fair value of the derivative instruments do not perfectly offset changes in the fair

value or cash flows of the hedged items. If the derivative is not designated as a hedging instrument, the changes in fair value of the derivative

are recorded in earnings.

Certain contracts contain embedded derivatives. When the embedded derivative possesses economic characteristics that are not clearly and
closely related to the economic characteristics of the hast contract, it should be bifurcated and carried at fair value.

The Group uses several pricing models that consider current market and contractual prices for the underlying financial instruments as well as
time value and yield curve or volatility factors underlying the positions to derive the fair value of certain derivatives contracts.

Oti-Balance Sheet Instruments

in the ordinary course of business, the Group enters into off-balance sheet instruments consisting of commitments to extend credit and
commitments under credit card arrangements. Such financial instruments are recorded in the financial statements when they are funded or
related fees are incurred or received. The Group periodically evaluates the credit risks inherent in these commitments, and establishes loss
allowances for such risks if and when these are deemed necessary.

Mortgage Banking Activities and Loans Held-For-Sale

The mortgages reported as loans held-for-sale are stated at the lower of cost or market in the aggregate. Net unrealized losses are recognized
through a valuation allowance by charges to income. Realized gains or losses on these loans are determined using the specific identification
method. From time to time, the Group sells loans to other financial institutions or securitizes conforming mortgage loans into Government
National Mortgage Association (ENMA), Federal National Mortgage Association (FNMA) and Federal Home Loan Mortgage Corporation
(FHLMC]) certificates using another institution as issuer. This other institution services the mortgages included in the resulting GNMA, FNMA
and FHLMC pools.

Servicing rights on mortgage loans originated and held by the Group are sold to another financial institution. The gain on the sale of these
rights is amortized over the expected life of the loans are sold, at which time the unamortized deferred gain is taken into income.

Loans and Allowance for Loan Losses

Loans that management has the intent and ability to hold for the foreseeable future or until maturity or pay-off are reported at their outstanding
unpaid principal balances adjusted for charge-offs, the allowance for loan losses, and any deferred fees or costs on originated loans. Interest
income is accrued on the unpaid principal balance. Loan origination fees and costs and premiums and discounts on loans purchased are
deferred and amortized over the estimated life of the loans as an adjustment of their yield through interesi income using a method that
approximates the interest method.

. Interest recognition is discontinued when loans are 90 days or maore in arrears on principal and/or interest, except for well-collateralized real
estate loans for which recognition is discontinued when they became 365 days or more past due and are written down, if necessary, based
on the specific evaluation of the collateral underlying the loan. Loans for which the recognition of interest income has been discontinued are
designated as non-accruing. Such loans are not reinstated to accrual status until interest is received on a current basis and other factors
indicative of doubtful collection cease to exist.
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The allowance for loan losses is established as losses are estimated to have occurred through a provision for loan losses charged to earnings.
Loan losses are charged against the allowance when management helieves the uncollectibility of a loan balance is confirmed. Subsequent
recoveries, if any, are credited to the allowance.

The Group follows a systematic methodology to establish and evaluate the adequacy of the allowance for loan losses. This methodology
consists of several key elements. The allowance forloan lossesis evaluated on a regular basis by management and is based upon management’s
periodic review of the collectibility of the leans in light of historical experience, the nature and volume of the loan portfolio, adverse situations
that may affect the borrower’s ability to repay, estimated value of any underlying collateral and prevailing economic conditions. This evaluation
is inherently subjective, as it requires estimates that are susceptible to significant revision as more information becomes available.

Larger commercial loans that exhibit potential or observed credit weaknesses are subject to individual review and grading. Where appropriate,
allowances are allocated to individual loans based on management’s estimate of the borrower's ability to repay the loan given the availability
of collateral, other sources of cash flow and legal options available to the Group.

Included in the review of individual loans are those that are impaired, as provided in SFAS No. 114, “Accounting by Creditors for Impairment
of a Loan.” A loan is considered impaired when, based on current information and events, it is probable that the Group will be unabie to
collect the scheduled payments of principal or interest when due according to the contractual terms of the loan agreement. Impaired loans

are measured based on the present value of expected future cash flows discounted at the loan's effective interest rate, or as a practical

expedient, atthe observable market price of the loan or the fair value of the collateral, if the loan is collateral dependent. Loans are individually
evaluated for impairment, except large groups of small balance, homogeneous loans that are collectively evaluated for impairment and for
loans that are recorded at fair value or at the lower of cost or market. The Group measures for impairment all commercial loans over $250,000.
The portfolios of mortgages, and consumer loans, are considered homogeneous and are evaluated collectively for impairment.

For loans that are not individually graded, the Group uses a methodology that follows a loan credit risk rating process that involves dividing
loans into risk categories. The following are the credit risk categories {established by the FDIC interagency Policy Statement of 1993): pass,
special mention, substandard, doubtful and loss.

The Group, using an aged-based rating system, applies an overall allowance percentage to each loan portfolio category based on historical
credit losses adjusted for current conditions and trends. This delinquency-based calculation is the starting point for management's
determination of the required level of the allowance for loan losses. Other data considered in this determination includes: the overall historical
loss trends {one year and three years) and other information including underwriting standards, economic trends and unusual events such as
hurricanes.

Loan loss ratios and credit risk categories, are updated quarterly and are applied in the context of GAAP and the Joint Interagency Guidance
on the importance of depository institutions having prudent, conservative, but notexcessive loan loss allowances that fall within an acceptable
range of estimated losses. While management uses available information in estimating possible loan losses, future changes to the allowance
may be necessary based on factors beyond the Group's control, such as factors affecting general economic conditions.

Premises and Equipment

Premises and equipment are carried at cost [ess accumulated depreciation. Depreciation is provided using the straight-line method over the
estimated useful life of each type of asset. Amortization of leasehold improvements is computed using the straight-line method over the terms
of the leases or estimated useful lives of the improvements, whichever is shorter.

Long-lived assets and identifiable intangibles, except for financial instruments, are reviewed for impairment whenever events or changes in
circumstances indicate that the carrying amount of an asset may not be recoverable. In performing the review for recoverability, an estimate
is made of the future cash flows expected to result from the use of the asset and its eventual disposition. If the sum of the expected future cash
flows {undiscounted and without interest charges) is less than the carrying amount of the asset, an impairment loss is recognized if the fair
value is less than the carrying amount of the related asset. Otherwise, an impairment loss is not recognized. There were no such impairment
losses in fiscal years 2005, 2004 and 2003.

Foreclosed Real Estate

Foreclosed real estate is initially recorded at the lower of the related loan balance or the fair value of the real estate at the date of foreclosure.
Atthe time properties are acquired in full or partial satisfaction of loans, any excess of the loan balance over the estimated fair market value of
the property is charged against the allowance for [oan losses. After foreclosure, these properties are carried at the lower of cost or fair value
less estimated costs to sell. Any excess of the carrying value over the estimated fair market value, less estimated costs to sale is charged to
operations. The costs and expenses associated to holding these properties in portfolio are expensed as incurred.
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investment in limited partnerships

Investment in limited partnerships is accounted for in accordance to the provisions of EITF D-46, “Accounting for Limited Partnership
Investment,” which requires the application of the equity method to investments in limited partnerships, pursuant to paragraph 8 of AICPA
Statement of Position 78-9, “Accounting for Investments in Real Estate Ventures,”. The statement requires the use of the equity method unless
the investor’s interest is “so minor that the limited partner may have virtually no influence over partnership operating and financial policies.”
The general practice is that investments of more than 3% to 5% are considered to be mare than minor.

Transfers and Servicing of Financial Assets and Extinguishments of Liabilities

A transfer of financial assets is-accounted.for as a sale when control over the assets has been surrendered. Control over transferred assets_
is'deemed to be surrendered-when (1) the assets have been isolated from the transferor, (2} the transferee obtains the right (free of conditions

that constrain it from taking advantage of that right) to pledge or exchange the transferred assets, and (3) the transferor does not maintain

effective control over the transferred assets through an agreement to repurchase them before maturity. As such, the Group recognizes the

financial assets and servicing assets it controls and the liabilities it has incurred. At the same time, it ceases to recognize financial assets

when control has been surrendered and liabilities when they are extinguished.

e NCOME Taxes.

Inpreparing the consolidated financial statements, the Group is required to estimate income taxes. This involves an estimate of currentincome
tax expense together with an assessment of temporary differences resulting from differences between the carrying amounts of assets and
liabilities far financial reporting purposes and the amounts used for income tax purposes. The determination of current income tax expense
involves estimates and assumptions that require the Group to assume certain positions based on its interpretation of current tax regulations.
Changes in assumptions affecting estimates may be required in the future and estimated tax assets or liabilities may need to be increased or
decreased accordingly. The accrual for tax contingencies is adjusted in light of changing facts and circumstances, such as the progress of
tax audits, case law and emerging legislation. The Group’s effective tax rate includes the impact of tax contingency accruals and changes to
such accruals, including related interest and penalties, as considered appropriate by management. When particular matters arise, a number
of years may elapse before such matters are audited and finally resolved. Favorable resolution of such matters could be recognized as a
reduction to the Group's effective rate in the year of resolution. Unfavorable settlement of any particular issue could increase the effective
rate and may require the use of cash in the year of resoiution.

The determination of deferred tax expense or benefit is based on changes in the carrying amounts of assets and liabilities that generate
temporary differences. The carrying value of the Group's net deferred tax assets assumes that the Group will be able to generate sufficient
future taxable income based on estimates and assumptions. if these estimates and related assumptions change in the future, the Group may
be required to record valuation allowances against its deferred tax assets resufting in additional income tax expense in the consolidated
statements of income.

Management evaluates the realizahility of the deferred tax assets on a quarterly basis and assesses the need for a valuation allowance. A
valuation allowance is established when management believes that it is more likely than not that some portion of its deferred tax assets will
not be realized. Changes in valuation allowance from period to period are included in the Group’s tax provisior in the period of change. As of
June 30, 2005 and 2004, the Group had no recorded valuation allowances related to its net deferred tax assets.

In addition to valuation. allowances, the Group establishes accruals for certain tax contingencies when, despite the belief that Group’s tax
return positions are fully supported, the Group believes that certain positions are likely to be chailenged. The tax contingency accruals are
adjusted in light of changing facts and circumstances, such as the progress of tax audits, case law and emerging legislation. The Group's tax
contingency accruals are reflected as a component of accrued liabilities.

On August 1, 2005 the Puerto Rico Legislature approved Law No. 41 “Law of the Educational Future of the Puerto Rican Children”. This law
imposes an additional tax of 2.5 % on taxable netincome. This law is applicable to all corporations and partnerships with a taxable netincome
over $20,000, according to part {a) of Section. 1015 of the Puerto Rico Internal Revenue Code of 1994,

The law will be effective for tax years beginning after December 31, 2004 and finish on or before December 31, 2006. Also the effectiveness of

~7this law s suibject to the final approval of the Joint Resolution of the Legislature Number 445, concerning the General Budget for the 2005-2006

fiscal year.
Stock Opticn Plans

At June 30, 2005, the Group had three stock-based employee compensation plans: the 1996, 1998, and 2000 Incentive Stock Option Plans,
which are described mare fully in Note 2. The Group follows the intrinsic value-based methad of accounting for measuring compensation
expense, if any. The Group accounts for these plans under the recognition and measurement principles of APB Opinion No. 25, “Accounting
for Stock Issued to Employees”, and related interpretations. Compensation expense is generally recognized for any excess of the quoted
market price of the Group’s stock at measurement date over the amount an employee must pay to acquire the stock. No stock-based employee
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compensation cost is reflected in netincome, as all options granted under these plans had an exercise price equal to the market value of the
underlying common stock on the date of grant. The following table illustrates the effect on net income and earnings per share if the Group
had applied the fair value recognition provisions of FASB Statement No. 123, “Accounting for Stock-Based Compensation”, to stock-based
employee compensation:

Year Ended June 30,
2005 2004 2003

(In thousands, except for per share data)

Net income, as reported $ 56,612 $ 63,649 $ 51,320
Deduct: Total stock-based employee
compensation expense determined under

fair value based method for all awards 1,459 1,394 1,417
Pro forma net income 55,153 62,255 49,903
Less: Dividends on preferred stock (4,802). (4,198). _{2,387). ..
Pro forma net income available to common shareholders $ 50,351 $ 58,057 $ 47518

Earning per share:

Basic - as reported $ 211 $ 265 $ 232
Basic - pro forma $ 205 $ 259 $ 226
Diluted - as reported $ 205 & 249 3 215
Diluted - pro forma $ 199 § 243 5 2.09
Average common shares outstanding 24,571 22,394 21,049
Average potential common share-options 687 1,451 1,683

25,258 23,845 22,732

The average fair value of each option granted in fiscal years 2005, 2004 and 2003 was $13.09, $6.81 and $4.54, respectively. The average
fair value of each option granted in fiscal years 2005, 2004 and 2003 was estimated at the date of the grant using the Black-Scholes option
pricing model. The Black-Scholes option-pricing model was developed for use in estimating the fair value of traded options that have no
restrictions and are fully transferable and negotiable in a free trading market. Black-Scholes does not consider the employment, transfer or
vesting restrictions that are inherent in the Group’s employee options. Use of an option valuation model, as required by GAAP, includes highly
subjective assumptions based on long-term predictions, including the expected stock price volatility and average life of each option grant.
Because the Group’s employee options have characteristics significantly different from those of freely traded options, and because changes
in the subjective input assumptions can materially affect the Group's estimate of the fair value of those options, in the Group’s opinion, the
existing valuation models, including Black-Scholes, are not reliable single measures. The use of other option pricing models may result in
different fair values of the Group’s employee options.

The following assumptions were used in estimating the fair value of the options granted, after giving retroactive effect to the 10% stock
dividend:

(1) The expected option term is 7 years.

(2) The expected weighted average volatility was 35% for options granted in fiscal 2005 (2004 - 33%, 2003 — 32%).

(3) The expected weighted average dividend vield was 2.75% for options granted in fiscal 2005 (2004 — 2.25%, 2003 — 2.61%).

(4) The weighted average risk-free interest rate was 4.06% for options granted in fiscal 2005 (2004 — 3.77%, 2003 - 3.71%).

The diluted per share calculations for the years ended June 30, 2005, 2004 and 2003 have been adjusted from previous reported figures to take
into account additional incentive stock options required to be issued by the anti-dilution provisions of employment agreements with certain
executives. The contractual provisions required the Group to adjust stock options granted to the executives pursuant to their employment
agreements to avoid any form of dilution, including dilution resulting from stock dividends and additional offerings of common stock by the
Group. Although all stock options granted to the executives had been adjusted pursuant to the anti-dilution provisions of the Group's incentive
stack option plans to account for stock dividends, the stack options granted to the executives pursuant to their employment agreements had
not been adjusted as contractually mandated for additional events of dilution such as the Group's issuance of common stock in 2004 and the
granting of stock options from time to time to other participants under the Group's incentive stock option plans.

After an evaluation on the merits, the Compensation Committee of the Group's Board of Directors determined during the fourth quarter of the
year ended June 30, 2005 that the executives were entitled to additional options for the implied value of their exercised options by crediting
them the amount of such implied value upon future exercises of stock options granted under the Group's incentive stock option plans and by
issuing to each executive the number of additional stock options required to account for the events of dilution with respect to unexercised
options granted to them under their employment agreements.
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As a result, the Group has increased the number of options used in the calculation of fully diluted shares by 363,325 for the first three quarterly
periods of fiscal 2005 and for fiscal years 2004 and 2003, which represent the Group’s calculation of the additional options affecting these
periods. The additional options reduced diluted per share results by approximately one cent per share for fiscal 2005 and four cents per share
for fiscal years 2004 and 2003. (See note 2).

~ " 0n June 30; 2005, the compensation committee of the Group’s Board of Directors approved the acceleration of the vesting of all outstanding
options to purchase shares of common stock of the Group that were held by employees, officers and directors as of June 30, 2005. As a result,
options to purchase approximately 1,219,333 shares became exercisable. The purpose of the accelerated vesting is to enable the Group to
~ avoid recognizing in its income statement compensation expense associated with these options in future periods, upon adoption of Statement
e J23{R). {See note 2).
——-Comprehensive-lncome S e -
Comprehensive income is defined as the change in equity of a business enterprise during a period from transactions and other events and
circumstances, except for those resulting from investments by owners and distributions to owners. GAAP requires that recognized revenue,
expenses, gains and losses be included in netincome. Although certain changes in assets and liabilities, such @s unrealized gains and losses
on available-for-sale securities and on derivative activities that qualify and are designated for cash flows hedge accounting, are reported
as a separate component of the stockholders’ equity section of the statements of financial condition, such items, along with netincome, are
components of comprehensive income.

New Accounting Pronouncements
FASB Statement No. 123 (R) - Accounting for Stock-Based Compensation

On December 16, 2004, the Financial Accounting Standard Board {“FASB") published Statement 123(R) requiring that the compensation cost
relating to share-based payment transactions be recognized in financial statements. That cost will be measured based on the fair value of
the equity or liahility instruments issued. Statement 123(R) covers a wide range of share-based compensation arrangements including share
options, restricted share plans, performance-based awards, share appreciation rights, and employee share purchase plans. Statement 123(R}
replaces FASB Statement No. 123, Accounting for Stock-Based Compensation, and supersedes APB. Opinion No. 25, Accounting for Stock
Issued to Employees. Statement 123, as originally issued in 1995, established as preferable a fair-value-based mzthod of accounting for share-
based payment transactions with employees. However, that Statement permitted entities the option of contiruing to apply the guidance in
Opinion 25, as long as the footnotes to the financial statements disclosed what net income would have been had the preferable fair-value-
-_hased.method been.used. The Group will be required to apply Statement 123(R) on July 1, 2005.

_ At June 30, 2005, the Group had three stock-based employee compensation plans, which are described more fully in Note 1. Up to June 30,
2005, the Group accounted for these plans under the recognition and measurement principles of APB Opinion No. 25, “Accounting for Stock
Issued to Employees”, and related interpretations. No stock-based employee compensation cost is reflected in net income, as all options
granted during previous fiscal periods under these plans had an exercise price equal to the market value of the underlying common stock on
the date of grant. Please refer to the Table included in Note 1 for an illustration of the effect in netincome and earnings per share if the Group
had applied the fair value recognition provisions.

On June 30, 2005, the compensation committee of the Group's Board of Directors approved the acceleration of the vesting of all outstanding
options to purchase shares of comman stock of the Group that were held by employees, officers and directors &s of June 30, 2005. As a result,
options to purchase approximately 1,219,333 shares became exercisable. The purpose of the accelerated vesting is to enable the Group to
avoid recognizing in its income statement compensation expense associated with these options in future periods, upon adoption of Statement
123(R). The future expense to be avoided as a result of the acceleration of the vesting of these options amounts to approximately $3.4 million
on a pre-tax basis over the course of the original vesting period, of which $1.5 million will be avoided in the first fiscal year to be ended June
30, 2006, $0.8 million in the second fiscal year, $0.5 million in the third fiscal year, $0.3 million in each of the subseguent two fiscal years and
$65,000 in the sixth fiscal year.

SFAS No. 153 “Exchanges of Nonmonetary Assets”

In December 2004, the FASB issued SFAS No. 153, "Exchanges of Nonmonetary Assets, an amendment of APB Opinion No. 29, Accounting for
Nonmonetary Transactions.” This statement amends the principle that exchanges of nonmonetary assets should be measured based on the
fair value of the assets exchanged and more broadly provides for exceptions regarding exchanges of nonmonetary assets that do not have
commercial substance. A nonmonetary exchange has commercial substance if the future cash flows of the entity are expected to change
significantly as a result of the exchange. The entity’s future cash flows are expected to significantly change if either of the following criteria is
met: a) the configuration (risk, timing, and amount) of the future cash flows of the asset(s) received differs significantly from the configuration
of the future cash flows of the assetls) transferred or b) the entity-specific value of the asset{s) received differs from the entity-specific value
of the asset(s) transferred, and the difference is significant in relation to the fair values of the assets exchanged. A qualitative assessment will,
in some cases, be conclusive in determining that the estimated cash flows of the entity are expected to significantly change as a result of the
exchange. SFAS No. 153 is effective for nonmonetary asset exchanges occurring in fiscal periods beginning after June 15, 2005.
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SFAS No. 154, Accounting Changes and Error Corrections — a replacement of APB Opinion Mo. 20 and FASB Statement Ne. 3

In May 2005, the FASB issued SFAS No. 154, "Accounting Changes and Error Corrections.” This Statement replaces APB Opinion No. 20,
“Accounting Changes”, and FASB Statement No. 3, “Reporting Accounting Changes in Interim Financial Statements”, and changes the
requirements for the accaunting for and reporting of a change in accounting principle. This Statement applies to alf voluntary changes in
accounting principle. It alsc applies to changes required by an accounting pronouncement in the unusual instance that the pronouncement
does not include specific transition provisions. When a pronouncement includes specific transition provisions, those provisions should be
followed. Opinion 20 previously required that most voluntary changes in accounting principle be recognized by including in netincome of the
period of the change the cumulative effect of changing to the new accounting principle. This Statement requires retrospective application to
prior periods’ financial statements of changes in accounting principle, unless itis impracticable to determine either the period-specific effects
or the cumulative effect of the change. This Statement also redefines restatement as the revising of previously issued financial statements
1o reflect the correction of an error. This Statement requires that retrospective application of a change in accounting principle be limited to
the direct effects of the change. Indirect effects of a change in accounting principle should be recognized in the period of the accounting
change. This Statement also requires that a change in depreciation, amortization, or depletion method for long-lived, nonfinancial assets

be accounted for as a ¢change in accounting estimate effected by a change in accounting principte. This Statement carries forward without
change the guidance contained in Opinion 20 for reparting the correction of an error in previously issued financial statements and a change in
accounting estimate. This Statement also carries forward the guidance in Opinion 20 requiring justification of a change in accounting principle
on the basis of preferability. This Statement will be effective for accounting changes and corrections of errors made in fiscal years beginning
after December 15, 2005. Early adoption is permitted for accounting changes and corrections of errors made in fiscal years beginning after the
date this Statementis issued. This Statement does not change the transition provisions of any existing accounting prenouncements, including
those that are in a transition phase as of the effective date of this Statement. Management believes that the adoption of this statement will
not have a significant effect on the Group’s consolidated financial statements.

Reclassifications

Certain reclassifications have been made to prior years’ financial statements to conform with the current year presentation.

2. STOCKHOLDERS' EQUITY
Common Stock

On February 12, 2004, the Group filed a registration statement with the SEC for an offering of 2,565,000 shares of common stock. The registration
statement was amended on February 27, 2004. The offering consisted of 1,700,000 shares offered by the Group, and an aggregate of 865,000
shares offered by three stackhalders of the Group. The offering alsa included an additional 384,750 shares subject to aver-allotment options
granted by the Group and the selling stockholders to the underwriters. The registration statement, as amended, was declared effective by
the SEC on March 3, 2004.

On March 20, 2004, the underwriters exercised their options to purchase from the Group and the selling stockholders an aggregate of 384,750
shares of the Group’s common stock to cover over-allotments (255,000 of these shares were purchased from the Group and 129,750 from the
three selling stockholders of the Group). Following such exercise, the totat offering was for 2,949,750 shares at a public offering price of $28.00
per share, consisting of 1,955,000 shares offered by the Group and an aggregate of 994,750 shares by the three selling stockholders of the
Group. Proceeds to the Group from the issuance of common stock were approximately $51,560,000, net of $3,180,000 of issuance costs.

Stock Dividend and Stock Split

On October 28, 2002, the Group declared a twenty-five percent (25%) stock split effected in the form of a dividend on common stock held by
shareholders of record as of December 30, 2002. As a result, 3,864,800 shares of common stock were distributed on January 15, 2003.

On November 20, 2003, the Group declared a ten percent (10%) stock dividend on common stock held by shareholders of record as of December
31, 2003. As a result, 1,798,722 shares of common stock were distributed on January 15, 2004, from the Group’s treasury stock account. For
purposes of the computation of income per common share, cash dividends and stock price, the stock dividend was retroactively recognized
for all periods presented in the accompanying consolidated financial statements.

Also, on November 30, 2004, the Group declared a ten percent {10%) stock dividend on common stock held by shareholders of record as of
December 31, 2004. As a result, a total of 2,236,152 shares of common stock were distributed on January 17, 2005 (1,993,711 shares of common
stock were issued and 242,441 were distributed from the Group’s treasury stock account.) For purposes of the computation of income per
commeon share, cash dividends and stock price, the stock dividend was retroactively recognized for all periods presented in the accompanying
consolidated financial statements.
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Treasury Stock

On March 26, 2003, the Group's Board of Directors announced the autharization of a program for the repurchase of up to $9.0 million of its
outstanding shares of common stock. This program superseded the ongoing repurchase program established zarlier. The authority granted
by the Board of Directors does not require the Group to repurchase any shares. The Group will make such repurchases from time to time in the
open market at such times and prices as market conditions shall warrant, and in compliance with the terms of applicable federal and Puerto

Rico laws and regulations.

The activity of common shares held in treasury by the Group for the years ended June 30, 2005, 2004 and 2003 is set forth below.

(In thousands)

2005 2004 2003
Dollar Dollar Dollar
Shares Amount Shares Amount Shares Amount
Beginning of year 246 $ 4,578 2,025 $ 35,888 1,534 $ 33674
Common shares repurchased under repurchase 200 2,962 20 499 97 2214
program
Common shares repurchased /used to match
. - 24 325 -
defined contribution plan, net
Stock split - - - - 394 -
Stock dividend (242) {4,497) {1,799) {31,809) - -
End of year 228 $ 3,368 246 $ 4,578 2,025 $ 35,888
Stock Option Pians

At June 30, 2005, the Group had three stock-based employee compensation plans: the 1996, 1998, and 2000 incentive Stock Option Plans.
These plans offer key officers, directors and employees an opportunity to purchase shares of the Group's common stock. The Compensation
Committee of the Board of Directors has sole authority and absolute discretion as to the number of stock options to be granted to any
officer, director or employee, their vesting rights, and the options’ exercise prices. The plans provide for a proportionate adjustment in the
exercise price and the number of shares that can be purchased in case of merger, consolidation, combination, exchange of shares, other
reorganization, recapitalization, reclassification, stock dividend, stock split or reverse stock split in which the number of shares of common
stock of the Group as a whole are increased, decreased, changed into or exchanged for a different number or kind of shares or securities.
Stock options vested upon completion of specified years of service.

The Group follows the intrinsic value-based method of accounting for measuring compensation expense, if any. The Group accounts for these
plans under the recognition and measurement principles of APB Opinion No. 25, "Accounting for Stock Issued to Employees”, and related

—interpretations. Compensation-expense is generally recognized for any excess of the quoted market price of the Group’s stock at measurement

date over the amount an employee must pay to acquire the stock. No stock-based employee compensation cost is reflected in netincome, as
all options granted under these plans had an exercise price equal to the market value of the underlying commen stock on the date of grant.

The activity in outstanding options for the years ended June 30, 2005, 2004 and 2003, is set forth below:

2005 2004 2003
Weighted Weighted Weighted
Average Average Average
Number Exercise Number Exercise Number Exercise
of Options Price of Options Price of Options Price
Beginning of year 1,522,137 $ 12.55 1,876,044 $ 1142 2,132,630 $ 13.40
Transactions before stock dividend:
Options granted 157,000 28.04 115,266 2392 25,000 18.95
Options exercised (331,887} 14.61 (344,237) 8.89 (158,570) 8.81
Options forfeited (93,751) 11.95 (40,704} 12.93 (74,479) 8.97
1,253,499 14.94 1,606,369 12.78 1,924,581 14.02
Stock dividend effect 125,350 13.58 160,637 11.62 481,145 11.22
Transactions after stock dividend: .
Options granted 393,825 8.47 77,500 26.71 15,000 20.24
Options exercised (506,086) 18.28 (269,701} 10.52 (361,381) 9.24
Options forfeited {47,255) 12.41 (52,668) 12.53 (183,301) 10.65
End of year 1,219,333 $ 13.23 1,522,137 $ 1255 1,876,044 $ 1142
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The following table summarizes the range of exercise prices and the weighted average remaining contractual life of the options outstanding
at June 30, 2005:

Qutstanding Exercisahle
Weighted Weighted Weighted
Average Average Average
Number of Exercise  Contract Life Number of Exercise
Range of Exercise Prices Options Price (Years) Options Price
$ 000 to $ 282 139,313 $ 018 10.0 139,313 $ 018
$ 583 0 $ 845 323,064 $ 731 5.1 323,064 $ 1.3
$ 845 to $ 1.7 82,051 $ 1074 4.8 82,051 $ 1074
$ 11.27 to $ 14.09 248,148 $ 1284 6.8 248,148 $ 1284
$ 14.09 to $ 16.90 41,622 $ 1590 73 41,622 $ 15.90
$ 16.90 to $ 19.72 24,200 $ 19.28 8.1 24,200 $ 19.28
$ 1972 to $ 2254 88,935 $ 19.90 8.1 88,935 $ 19.90
$ 2254 to $ 2535 199,400 $ 2395 8.9 199,400 $ 2395
$ 2535 to $ 2817 72,600 $ 2453 9.3 72,600 $ 2453
1,219,333 $ 1323 16 1,219,333 $ 13.23

On June 30, 2005, the compensation committee of the Group's Board of Directors approved the acceleration of the vesting of all outstanding
options to purchase shares of common stock of the Group that were held by employees, officers and directors as of June 30, 2005. As a result,
options to purchase approximately 1,219,333 shares became exercisable. The purpose of the accelerated vesting is to enable the Group to
avoid recognizing in its income statement compensation expense associated with these options in future periods, upon adoption of Statement
123(R). The future expense to be avoided as a result of the acceleration of the vesting of these options amounts to approximately $3.4 million
on a pre-tax basis over the course of the original vesting period, of which $1.5 million will be avoided in fiscal year to be ending June 30, 2006,
$0.8 million in the second fiscal year, $0.5 million in the third fiscal year, $0.3 million in each of the subsequent two fiscal years and $65,000 in
the sixth year fiscal year.

Earnings per Common Share

The calculation of earnings per common share for the fiscal years ended June 30, 2005, 2004 and 2003 follows:

June 30,

(In thousands, except per share data) 2005 2004 2003
Net income $ 56,612 3 63,649 $ 51,320
Less: Preferred stock dividend (4,802) {4,198) (2,387)
Net income available to comman stockholders $ 51,810 $ 59,451 $ 48,933
Weighted average common shares and share equivalents:

Average common shares outstanding 24571 22,394 21,049
Common stock equivalents — options 687 1,451 1,683
Total 25,258 23,845 22,732
Earnings per common share — basic $ 2n $ 265 $§ 232
Earnings per common share — diluted $ 205 $ 249 $ 215

For the year ended June 30, 2005 and 2004, stock options without a dilutive effect on earnings per share not included in the calculation
amounted to 207,545 and 31,560, respectively. For the year ended June 30, 2003, all stock options outstanding had a dilutive effect on earnings
per share.

The diluted per share calculations for the years ended June 30, 2005, 2004 and 2003 have been adjusted from previously reported figures to take
into account additional incentive stock options required to be issued by the anti-dilution provisions of employment agreements with certain
executives. The contractual provisions required the Group to adjust stock options granted to the executives pursuant to their employment
agreements to avoid any form of dilution, including dilution resulting from stock dividends and additional offerings of common stock by the
Group. Although all stock options granted to the executives had been adjusted pursuant to the anti-dilution provisions of the Group's incentive
stock option plans to account for stock dividends, the stack options granted to the executives pursuant to their employment agreements had
not been adjusted as contractually mandated for additional events of dilution such as the Group's issuance of common stock in 2004, the
quarterly cash dividends declared on its common stock and the granting of stock options from time to time to other participants under the
Group's incentive stock option plans.
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After an evaluation on the merits, the Compensation Committee of the Group's Board of Directors determined during the fourth quarter of the

" “year ended June 30, 2005 that the exécutives were entitled to additional options for the implied value of their exercised options by crediting

them the amount of such implied value upon future exercises of stock options granted under the Group's incentive stock option plans and by
issuing to each executive the number of additional stock options required to account for the events of dilution with respect to unexercised
options granted to them under their employment agreements.

As a result, the Group has increased the number of options used in the calculation of fully diluted shares by 363,325 for the first three quarterly
periods of fiscal 2005 and for fiscal years 2004 and 2003, which represent the Group's calculation of the additional options affecting these
periods. The effect is to reduce per diluted share results by approximately one cent per share far fiscal 2005 and four cents per share for fiscal
years 2004 and 2003.

Legal Surpius

The Banking Act of the Commonwealth of Puerto Rico requires that a minimum of 10% of the Bank's netincome for the year be transferredto a
reserve funduntil such fund (legal surplus) equals to 10% of total deposits or 100% of total additional paid in capital on common and preferred
stock, whichever is greater. At June 30, 2005, legal surplus amounted to $33,893,000 (2004 - $27,425,000). The amount transferred to the legal
surplus accountis not available for payment of dividends to shareholders. In addition, the Federal Reserve Board has issued a policy statement
that bank holding companies should generally pay dividends only from operating earnings of the current and preceding twao years.

Preferred Stock

On May 28, 1999, the Group issued 1,340,000 shares of 7.125% Non-cumulative Monthly Income Preferred Stock, Series A, at $25 per share.
The Series A Preferred Stock has the following characteristics: (1) annual dividends of $1.78 per share, payable monthly, if declared by the
Board of Directors; missed dividends are not cumulative, {2) redeemable at the Group’s option beginning on May 30, 2004, (3) no mandatory
redemption or stated maturity date and (4) liquidation value of $25 per share.

On September 30, 2003, the Group issued 1,380,000 shares of 7.0% Non-cumulative Manthly Income Preferred Stock, Series B, at $25 per
share. Proceeds from issuance of the Series B Preferred Stock, were approximately $33,057,000, net of $1,443,000 of issuance costs. The
Series B Preferred Stock has the following characteristics: {1} annual dividends of $1.75 per share, payable monthly, if declared by the Board
of Directors; missed dividends are nat cumulative, (2) redeemable at the Group’s option beginning on October 31, 2008, {3) no mandatory
redemption or stated maturity date, and (4} liquidation value of $25 per share.

Accumulated Other Comprehensive Loss

Accumulated other comprehensive loss, net of income tax, as of June 30 consisted of:

(In thousands)

2005 2004
Unrealized loss on derivatives designated as cash flow hedges $ 8768 § 12,527
Unrealized loss on securities avaitable-for-sale transfered to held to maturity : 24,211 21,5172
Unrealized loss on securities available-for-sale 5,404 5,263
$ 38,383 $ 45,362

Minimum Regulatory Capital Requirements

The Group (on a consolidated basis) and the Bank are subject to various regulatory capital requirements administered by the federal banking
agencies. Failure to meet minimum capital requirements can initiate certain mandatory and possibly additional discretionary actions by
requiators that, if undertaken, could have a directmaterial-effect on the Group's and-the Bank's financial statements. Under capital adequacy
guidelines and'the regulatory framework for prompt corrective action, the Group and the Bank must meet specific capital quidelines thatinvolve
quantitative measures of their assets, liabilities and certain off-balance sheet items as calculated under regulatory accounting practices. The
capital amounts and classification are also subject to qualitative judgments by the regulators about components, risk weightings, and other
factors. Prompt corrective action provisions are not applicable to bank holding companies.

Quantitative measures established by regulation to ensure capital adequacy require the Group and the Bank to maintain minimum amounts
and ratios {set forth in the following table) of total and Tier 1 capital (as defined in the regulations) to risk-weighted assets {as defined) and
of Tier 1 capital (as defined) to average assets (as defined). As of June 30, 2005 and 2004, the Group and the Bank met all capital adequacy
requirements to which they are subject.
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As of June 30, 2005, the most recent notification from the Federal Deposit Insurance Corporation categorized the Bank as well capitalized
under the regulatory framework for prompt corrective action. To be categorized as well capitalized, an institution must maintain minimum
total risk-based, Tier 1 risk-based and Tier 1 leverage ratios as set forth in the following tables. There are no conditions or events since the
notification that have changed the Bank's category. The Group's and the Bank's actual capital amounts and ratios as of June 30, were as
follows:
Minimum To Be Well
Minimum Capital Capitalized Under Prompt
Actual Requirement Corrective Action Provisions

(Dollars in thousands)

Ambunt Ratio Amount Ratio Amount Ratio

Group Ratios

As of June 30, 2005

Total Capital to Risk-Weighted Assets $ 454,038 39.39% $ 92,210 8.00% N/A N/A
Tier I Risk-Based Capital to Risk-Weighted Assets $ 447,543 38.83% $ 46,105 4.00% N/A N/A
Tier | Capital to Average Assets $ 447,543 10.65% $ 168,080 4.00% N/A N/A
As of June 30, 2004

Total Capital to Risk-Weighted Assets $ 415,560 38.69% $ 85932 8.00% N/A N/A
Tier | Risk-Based Capital to Risk-Weighted Assets $ 408,007 37.98% $ 42,966 4.00% N/A N/A
Tier | Capital to Average Assets $ 408,007 11.28% $ 145,209 4.00% N/A N/A
Bank Ratios

As of June 30, 2005

Total Capital to Risk-Weighted Assets $ 292,784 25.66% $ 91,264 8.00% $ 114,080 10.00%
Tier | Risk-Based Capital to Risk-Weighted Assets $ 286,289 25.10% $ 45632 4.00% $ 68448 6.00%
Tier | Capital to Average Assets $ 286,289 6.86% $ 166,815 4.00% $ 208,518 5.00%
As of June 30, 2004

Total Capital to Risk-Weighted Assets $ 234118 23.786% $ 78891 8.00% $ 86,670 10.00%
Tier | Risk-Based Capital to Risk-Weighted Assets $ 226,565 22.98% $§ 39,445 4.00% $ 52,002 6.00%
Tier | Capital to Average Assets $ 226,565 6.50% $ 139,349 4.00% $ 144574 5.00%

The Group's ability to pay dividends to its stockholders and other activities can be restricted if its capital falls below levels established by the
Federal Reserve Board’s guidelines. In addition, any bank holding company whase capital falls below levels specified in the guidelines can be
required to implement a plan to increase capital.

On July 2, 2003, the Federal Reserve Board issued a supervisory letter SR 03-13 instructing bank holding companies to continue to include
trust preferred securities in their Tier 1 capital for regulatory capital purposes until natice is given to the contrary. The Federal Reserve Board
intends to review the regulatory implications of any accounting treatment changes and, if necessary or warranted, provide further appropriate
guidance.

3. INVESTMENTS

Short Term Investments

At June 30, 2005, the Graup's short term investments were comprised of Money Market accounts in the amount of $9,791,000 (2004 - $7,747,000})
and time deposits with other banks in the amount of $30,000,000.



Investment Securities

The amortized cost, gross unrealized gains and losses, fair value, and weighted average yield of the securities owned by the Group at June

30, 2005 and 2004, were as follows:

June 30, 2005 (In thousands)

. Gross Gross R Weighted
Am&:tsltzed Unrealized Unrealized vl;a;:‘re Average
Gains Losses Yield
Available-for-sale
US Treasury securities $ 174823 $ - $ 1,807 $ 173,016 3.47%
Puerto Rico Government and agency obligations 45,744 1,138 152 46,730 5.78%
Corporate bonds and other 69,028 4 3,098 65,934 4.45%
Total investment securities 283,595 1142 5,057 285,680
FNMA and FHLMC certificates 549,936 a7 1,880 548,533 4.48%
GNMA certificates 13,959 306 36 14,229 5.65%
Collateralized mortgage obligations (CMQs) 182,663 410 1,795 181,278 4.61%
Total-mortgage-backed-securities. and CMO's 746,558 1,193 3,M 744,040
Total securities available-for-sale $ 1,036,153 $ 2335 S 8,768 $ 1,029,720 4.40%
Held-to-maturity
US Treasury securities 856,964 968 1,250 850,682 3.76%
Puerto Rico Government and agency obligations 62,094 10 1,664 60,440 5.33%
Total investment securities 919,058 978 8,914 911,122
FNMA and FHLMC certificates 914,174 14,226 2,184 926,216 5.11%
GNMA certificates 250,189 4,520 473 254,236 5.33%
Collateralized mortgage obligations 51,325 181 372 51,134 4.49%
Total mortgage-backed-securities and CMO's 1,215,688 18,927 3,029 1,231,586
Total securities held-to-maturity 2,134,746 19,905 11,943 2,142,708 4.59%
Total T ) B $ 3,170,899 $ 22240 $ 20,711 $ 3,172.428 4.53%
June 30, 2004 (In thousands)
. Gross Gross . Weighted
Am&:;ltz ed Unrealized Unrealized vi;a;:lre Average
Gains Losses Yield
Available-for-sale
US Treasury securities $ 208,485 $ 406 $ 1914 $ 206,977 3.43%
Puerto Rico Government and agency obligations 51,990 1,418 197 53,211 5.79%
Other debt securities 19,350 1,286 - 20,636 6.83%
Total investment securities 219,825 3110 211 280,824
FNMA and FHLMC certificates 936,710 3,330 6,736 933,304 4.39%
GNMA certificates 88,409 247 2,059 86,597 3.82%
Collateralized mortgage obligations 228,201 976 2,495 226,682 5.09%
Total mortgage-backed-securities and CMQ's 1,253,320 4,553 11,290 1,246,583
Total securities available-for-sale $ 1,533,145 $ 7,663 $ 13,401 $ 1,527,407 4.39%
Held-to-maturity
Puerto Rico Government and agency obligations 62,097 - 1,437 60,660 5.33%
Total investment securities 62,097 - 1,437 60,660
FNMA and FHLMC certificates 897,119 725 5,406 892,438 5.07%
GNMA certificates 323,646 483 1,693 322,436 5.10%
Total mortgage-backed-securities and CMO0's 1,220,765 1,208 7,099 1,214,874
Total securities held-to-maturity 1,282,862 1,208 8,536 1,275,534 5.09%
Total ™ - $ 2,816,007 $ 88N $ 21,937 $ 2,802,941 4.18%
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The nexttable shows the amortized cost and fair value of the Group's investment securities at June 30, 2005, by contractual maturity. Maturities
for mortgage-backed securities are based upon contractual terms assuming no prepayments. Expected maturities of investment securities
might differ from contractual maturities because they may be subject to prepayments and/or call options.

{In thousands)

Available-for-sale Held-to-maturity
Amortized Cost Fair Value Amortized Cost Fair Value
investment Securities
Due within one year $ - $ - $ 20,074 $ 19845
Due after 1to 5 years 250,236 245,541 687,176 680,625
Due after 5to 10 years 4,987 5,173 148,714 150,212
Due after 10 years 34,372 34,966 62,094 60,440
289,595 285,680 919,058 911,122
Mortgage-backed securities
Due after 1 to 5 years 685 719 - -
Due after 5to 10 years 12,511 12,283 - -
Due after 10 years 733,362 731,038 1,215,688 1,231,586
746,558 744,040 1,215,688 1,231,586
$ 1,036,153 $ 1,029,720 $ 2,134,746 $ 2,142,708

Net proceeds from the sale of investment securities available-for-sale during fiscal 2005 totaled $1,143,501,000 (2004 - $610,566,000; 2003 -
$681,234,000). Gross realized gains and losses on those sales during fiscal 2005 were $12,186,000 and $4,740,000 respectively {2004 - $17,301,000
and $3,887,000, respectively; 2003 - $16,794,000 and $2,571,000, respectively).

During the fiscal years ended June 30, 2005 and 2004, the Group’s management reclassified, at fair value, $565,191,000 and $1,114,424,000,
respectively, of its available-for-sale investment portfolio to the held-to-maturity investment category as management intends to hold these
securities to maturity. The unrealized loss on those securities transferred to held-to-maturity category amounted to $24.2 and $ 23.6 million at
June 30, 2005 and 2004, respectively, and is included as part of the accumulated other comprehensive loss in the consclidated statements of
financial condition. This unrealized loss is amortized over the remaining life of the securities as a yield adjustment.

The following tables show the Group’s gross unrealized losses and fair value of investment securities available-for-sale and held-to-maturity,
aggregated by investment category and length of time that individual securities have been in a continuous unrealized loss position, at June
30, 2005 and 2004.




P NA N O AL 3 AL

c e N

2

4

v u

2

ORI

I

L

rit N

AN W A L

novuU

18

June 30, 2005
Available-for-sale
(In thousands)
Less than 12 months
Amortized Unrealized Market
Cost Loss Value
US Treasury securities $174,823 $(1,807) $173,016
Puerto Rico Government and agency obligations 14,381 (152} 14,229
Mortgage-backed-securities and CMQ's 426,657 {1,626} 425,031
Other debt securities 66,993 {3,098) 63,895
682,854 (6,683} 676,171
12 months or more
Amortized Unrealized Market
Cost Loss Value
Mortgage-backed-securities and CMQ's 139,387 {2,085) 137,302
139,387 {2,085) 137,302
Total
Amortized Unrealized Market
Cost Loss Value
US Treasury securities 174,823 (1,807) 173,016
Puerto Rico Government and agency obligatiens 14,381 (152) 14,229
Mortgage-backed-securities and CMO's 566,044 (3,711) 562,333
~@ther-debt-securities- - B 66,993 {3,098} 63,895
$822,241 $(8,768) $813,473

Held-to-maturity

(In thousands)

Less than 12 months

Amortized Unrealized Market
Cost Loss Value
US Treasury securities $702,535 ${7,250) $ 695,285
Mortgage-backed-securities and CMO's 183,997 (1,209) 182,788
886,532 (8,459) 878,073
12 months or more
Amortized Unrealized Market
Cost Loss Value
Puerto Rico Government and agency obligations 52,130 (1,664) 50,465
Mortgage-backed-securities and CMO's 121,351 (1,820) 119,532
173,481 {3,484} 169,997
Total
Amortized Unrealized Market
Cost Loss Value
US Treasury securities 702,535 (7,250} 695,285
Puerto Rico Government and agency obligations 52,130 (1,664) 50,465
Mortgage-backed-securities and CMO's 305,348 (3,029) 302,320
- . $ 1,060,013 $(11,943) $ 1,048,070
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June 30, 2004
Available-for-sale
{in thousands)

Less than 12 months

Amertized Unrealized Market
Cost Loss Value
US Treasury securities $ 75,161 $ (1,061) $ 74,100
Puerto Rico Government and agency obligations 6,201 (172) 6,029
Mortgage-backed-securities and CMO's 873,833 {11,290) 862,543
955,195 (12,523) 942,672
12 months or more
Amortized Unrealized Market
Cost Loss Value
US Treasury securities 10,218 (854) 9,364
Puerto Rico Government and agency obligations 2,524 (24) 2,500
12,742 (878) 11,864
Total
Amortized Unrealized Market
Cost Loss Value
US Treasury securities 85,379 (1,915) 83,464
Puerto Rico Government and agency obligations 8,725 (198} 8,529
Mortgage-hacked-securities and CMO's 873,833 (11,290) 862,543
§ 967,937 $(13,401) $ 954,536

Heid-to-maturity
(In thousands)

Total - Less than 12 months

Amortized Unrealized Market

Cost Loss Value
Puerto Rico Government and agency obligations $ 62,097 $ (1,437) $ 60,660
Mortgage-backed-securities and CM0O's 503,862 (7,099) 496,763
$ 565,959 $ (8,536) $ 557,423

Securities in an unrealized loss position at June 30, 2005 are mainly composed of securities issued or backed by U.S. government agencies
and U.S. Government sponsored agencies. The vast majority of them are rated the equivalent of AAA by nationally recognized statistical
rating organizations. The investment portfolio is structured primarily with highly liquid securities which posses a large and efficient secandary
market. Valuations are performed on a monthly basis using a third party provider and dealer quotes. Management believes that the unrealized
losses in the investment portfolio at June 30, 2005 are mainly related to market interest rate fluctuations and not to deterioration in the
creditworthiness of the issuer. The Group is a well capitalized financial institution which has the ability and intent to hold the investment
securities with unrealized losses until maturity or until the unrealized losses are recovered, and expects to continue its pattern of holding the
securities until the forecasted recovery of fair value. -

Trading Securities

At June 30, 2005, trading securities owned by the Group totaled $265,000 (2004 - $574,000). A summary of trading securities owned by the Group
atJune 30, is as follows:

(In thousands)

2005 2004

P.R. Government and agency obligations $ 144 $ 538
Mortgage-backed securities 32 36
Other equity securities 89 -
Total trading securities $ 265 $ 574

At June 30, 2005 and 2004, the Group's trading portfolio weighted average yield was 4.14% and 5.81%, respectively.
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4. PLEDGED ASSETS

At June 30, 2005, residential mortgage loans amounting to $395,942,000 were pledged to secure advances and borrowings from the FHLB.
Investment securities with fair values totaling $2,220,923,000, $195,030,000, $16,810,000 and $21,784,000 at June 30, 2005, were pledged to
secure investment securities sold under agreements to repurchase (see Note 9}, public fund deposits (see Note 8), term notes (see Note 9)
and interest rate swap agreements, respectively. Also, investment securities with fair values totaling $1,747,000 and $397,000 at June 30, 2008,

. were pledged to the Federal Reserve Bank of New York and to the Puerto Rico Treasury Department {for the Driental Bank and Trust's IBE

)

unit), respectively.

5. LOANS RECEIVABLE AND ALLOWANCE FOR LOAN LOSSES
Loans Receivable

The composition of the Group’s loan portfolio at June 30, was as follows:

{In thousands)
2005 2004

Loans secured by real estate:
Residential - 1 to 4 family $ 692,258 $ 586,498
Non-residential real estate loans 4,185 4,259
Home equity loans and secured personal loans 47,891 65,924
Commercial 116,982 72,018
861,316 728,699
Less: deferred loan fees, net (8,363) (11,716)
852,953 716,983

Other loans:

Commercial 12,983 9,828
Personal consumer loans and credit lines 30,027 18,510
Less: deferred loan fees, net (40) (126)
42,970 28,212
Loans receivable 895,923 745,195
Allowance for loan losses (6,495) (7,553)
Loans receivable 889,428 737,642
Loans held-for-sale (residential 1 to 4 family mortgage loans) 17,963 ‘ 5814
Total loans receivable, net ‘ $ 907,39 $ 743,456

In fiscal 2005, residential mortgage loans production, including loans purchased, amounted to $404,634,000 (2004 - $332,510,000) and mortgage

_loan sales/conversions totaled $188,114,000 (2004 - $228,380,000).

At June 30, 2005, residential mortgage loans held-for-sale amounted to $17,963,000 (2004 - $5,814,000). All residential mortgage loans originated
and sold during fiscal 2005 were sold based on pre-established commitments or at market values. In fiscal 2005, the Group recognized gains
of $7,774,000 (2004 - $7,719,000; 2003 - $8,026,000) in these sales which are presented in the statements of income as part of the mortgage
banking activities.

At June 30, 2005, loans on which the accrual of interest has been discontinued amounted to approximately $21,859,000 (2004 - $23,714,000; 2003
- $10,350,000). The gross interest income that would have been recorded in fiscal 2005 if non-accrual loans had performed in accordance with
their original terms amounted to approximately $2,164,000 {2004 - $843,000; 2003 - $648,000).

On August 31,2004, September 30, 2004, and March 30, 2005, the Group entered into three agreements to purchase a total $114.9 million of fixed
rate mortgage loans from a financial institution in Puerto Rico. As part of the agreements, the seller guarantees the scheduled timely payments
of principal as well as interest payable on the aggregate outstanding principal balance of the mortgage loans based on variable interest rate
equal to 150 basis points plus 90 day LIBOR. Swaps have been accounted for in the Group’s consolidated financial statements to give effect
to-the conversion of fixed rate loans.into variable rates. These swaps are considered by management as balance guaranteed swaps because
their notional amounts, fixed interest rates and other terms match to those of the outstanding purchased mortgage loans. Since the contracts
meet the sale accounting provisions of SFAS No. 140, "Accounting for Transfers and Servicing of Financial Assets and Extinguishments of
Liabilities,” SFAS No. 133 and related interpretations provide that the interest rate swaps be accounted for separately. Since the hedged item
and the hedging instrument have identical critical terms, no ineffectiveness is assumed and the fair value changes in the interest rate swaps
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are recorded as changes in the value of both the interest rate swaps and the mortgage loans. At June 30, 2005, the notional amount of these
interest rate swaps and the principal balance of the mortgage loans amounted to $106,702,000; the weighted average floating rate received
at fiscal year end was 3.47%; the weighted average pay fixed rate at year end was 6.20%; and the floating rate spread was 150 basis points.
(Refer to Note 10.)

Also on February 11, 2005 and June 30, 2005, the Group entered into separate agreements with a Public Corporation of the Commonwealth of
Puerto Rico and a commercial bank to purchase a total of $15.6 million and $22.2 million, respectively, of residential mortgage loans. The Group
purchased all rights, title and interest in all the residential loans purchased during Fiscal 2005.

Allowance for Loan Losses

The changes in the allowance for loan losses for the last three fiscal years ended June 30, were as follows:

{In thousands)

2005 2004 2003
Balance at beginning of year $ 7553 $ 5031 $ 3039
Provision for loan losses 3,315 4,587 4,190
Loans charged-off (5,094) (3,207) (3,095)
Recoveries n 1,142 897
Balance at end of year $ 6495 $ 7,553 $ 5031

As described in Note 1 under the heading “Loans and Allowance for Loan Losses”, the Group evaluates all loans, some individually and others
as homogeneous groups, for purposes of determining impairment. At June 30, 2005, the total investment in impaired commercial loans was
$3,199,000 (2004 - $715,000). The impaired commercial loans were measured based on the fair value of collateral. The average investment in
impaired commercial loans for the fiscal year ended June 30, 2005 and 2004 amounted to $ 2,327,000 and $2,100,000, respectively. Management
determined that impaired loans did not required valuation allowance in accordance with FASB Statement 114 “Accounting by Creditor’s for
Impairment of a Loan”

The provision for loan losses for the year ended June 30, 2005 totaled $3.3 million, a 27.7% decrease from the $4.6 million reported for the year
ended June 30, 2004. Based on an analysis of the credit quality and the composition of the Group's loan portfolic, Management determined
that the provision for the year ended June 30, 2005 was adequate in order to maintain the allowance for loan losses at an appropriate level,
even though the loan portfolio increased from $745.2 million as of June 30, 2004 to $895.2 million as of June 30, 2005 (a 20.1% increase) and there
was an increase in the net credit losses from $2.1 million for the year ended June 30, 2004 to $4.4 million for the year ended June 30, 2005 (an
increase of 111.7%). The main reason for the decrease in the provision is that during the year ended June 30, 2004 Management charged against
earnings the provision for the possible losses on certain nonperforming loans which were in the process of evaluation. During the year ended
June 30, 2005, these loans or portions thereof were charged-off against the allowance established in the previous fiscal year since such loans
or the portions thereof were determined to be uncolliectible. The increase in the loan portfolio is mainly related to new high quality and well
collateralized loans which do not require large amounts of allowance for loan losses.

Conicentration of Credit Risk

Substantially all loans of the Group are to residents and enterprises in Puerto Rico; therefore, the loan portfolio is susceptible to events
affecting Puerto Rico’s economy. At June 30, 2005, loans secured by real estate comprise 96% of the loans portfolio and are considered well-
collateralized, thus reducing the risk of potential losses.

6. PREMISES AND EQUIPMENT

Premises and equipment at June 30, are stated at cost less accumulated depreciation and amortization as follows:

Usetul Life {In thousands)
(Years) 2005 2004

Land - $ 1014 $ 1112
Buildings and improvements 40 3,224 5,580
Leasehold improvements 5-10 7,255 7,034
Furniture and fixtures 3-17 5,276 5,006
EDP and other equipment 3-7 12,555 12,154
29,324 30,886

Less: accumulated depreciation and amortization {14,055) (12,334)
$ 15,269 $ 18,552




FINANCIAL STATEMENTS 2005 ORIENTAL FINANCIAL GROUP

Depreciation and amortization of premises and equipment for the year ended June 30, 2005 totaled $5,857,000 (2004 - $4,970,000; 2003-
$4,692,000). These are included in the statements of income as part of occupancy and equipment expenses.

On June 30, 2005, the Group sold the Las Cumbres building, a two-story structure located at 1990 Las Cumbres Avenue, San Juan, Puerto
Rico, for the amount of $3,355,000. The building was the principal property owned by the Group for banking operations and other services. The
Bank's mortgage banking division and one of the principal branches and financial services office (brokerage and insurance) are located in
this building. The book value of this property at June 30, 2005, was $1.3 million. Also, on the same date, the Bank entered into a triple net lease
agreement with the new owner for a period of 10 years. In summary, the [ease contract provides for an annual rent of $324,000 or a monthly
rent of $27,000, for 13,200 square feet,including 42 parking spaces. During the lease term, the rental fee will increase by 6% every three years,
except for the last year on which the increment will be 2%. The transaction was accounted for accardance to the provisions of SFAS 13, as
amended by SFAS 98, “Accounting for Leases: Sale-leaseback Transactions Involving Real Estate,” and accordingly, the lease partion of the
transaction was classified as an operating lease and the gain on the sale portion of the transaction was deferred and will be amortized to
income over the lease term (10 years) in proportion to the related gross rental expense for the ieasedback property each period.

7. ACCRUED INTEREST RECEIVABLE AND OTHER ASSETS

Accrued interest receivable at June 30, 2005 consists of $6,725,000 from loans (2004 - $6,684,000) and $17,010,000 from investments (2004
- $12,443,000).

Other assets at June 30, consist of the following:
(In thousands)

) 2005 2004
-Investment-in equity indexed options.- - . $ 18,999 $ 16,536
Investment in limited liability partnership - 10,247 -
Deferred charges 3,536 4,786
Prepaid expenses 3,764 2,507
Accounts receivable 3,590 4,952
Investment in Statutory Trusts 2,17 2,170
Goodwill 2,006 2,021
“Prepaidincometax © - 2,061 17
$ 46,374 $ 32,989

On January 31, 2005, Oriental International Bank, Inc. subscribed an agreement with Quiddity Earnings Diversification Fund, L.P. {*The
Partnership”) to purchase units of a partnership interest for $10,000,000. The Partnership was organized under the laws of the State of lllinois
and is engaged in the speculative trading of futures and futures options contracts on a wide range of financial instruments. The General
Partner is Quiddity LLC {the “General Partner”). The General Partner is an lllinois limited liability company and is the commodity pool operator
of the Partnership.

The general partner and each limited partner share in the profits and losses of the partnership in proportion to their respective interest in the
partnership. During the fiscal year ended as of June 30, 2005, a profit of $246,834 was credited to earnings. This transaction was accounted
in accordance to the provisions of EITF D-46, Accounting for Limited Partnership Investment, which results in the application of the equity
method to the investments in limited partnerships. No consglidation is required since the Group have virtually no influence over the partnership
aperating and financial policies.

8. DEPOSITS AND RELATED INTEREST

At June 30, 2005, the weighted average interest rate of the Group’s deposits was 2.73% (2004 - 2.88%) considering non-interest bearing
deposits of $62,231,000 (2004 - $44,622,000). Interest expense for the last three fiscal years ended June 30, is set forth below:

{In thousands)-

- . . o 2005 2004 2003
Demand deposits $ 900 $ 818 $ 1,054
Savings deposits 941 1,081 1,319
Certificates of deposit 27,303 28,113 31,284
$ 29,744 $ 30,012 $ 33,657
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At June 30, 2005, time depaosits in denominations of $100,000 or higher amounted to $582,121,000 {2004 - $359,423,000) including: {i} brokered
certificates of deposit of $255,793,000 (2004 - $123,124,000) at a weighted average rate of 3.04%, (2004- 1.05%); and (ii) public fund deposits
from various local government agencies of $134,138,000 (2004 - $120,911,000) at a weighted average rate of 3.20% (2004 — 1.22%), which were
collateralized with investment securities with fair value of $195,030,000 (2004 - $181,109,000).

Scheduled maturities of certificates of deposits at June 30, 2005 are as follows:

{in thousands)

Within one year:
Three (3) manths or less $ 376,523
Over 3 months through 1 year 391,080
767,604
Over 1through 2 years 105,940
Over 2 through 3 years - 86,362
Over 3 through 4 years 29,107
Qver 4 through 5 years 15,985
Over 5 years 1,809
$ 1,006,807

9. BORROWINGS

Securities Sold under Agreements to Repurchase

At June 30, 2005, securities underlying agreements to repurchase were delivered to, and are being held by, the counterparties with whom the
repurchase agreements were transacted. The counterparties have agreed to resell to the Group the same or similar securities at the maturity
of the agreements. Securities sold under agreements to repurchase at June 30, 2005 mature as follows: within 30 days — $1,342,800,000;
between 31 to 90 days — $667,903,000; and between 91 to 106 days — $181,053,000.

At June 30, 2005, securities sold under agreements to repurchase {classified by counterparty) were as follows:

(In thousands)

Borrowing Fair Value of
Balance Underlying Collateral
Lehman Brothers Inc. $ 1,168,502 $ 1,171,080
Credit Suisse First Boston Corporation 373,824 391,243
Citigraup Securities 20,577 20,557
Bank of America 628,853 638,043
Total $ 2,191,756 $ 2,220,923

Borrowings under repurchase agreements at June 30, were collateralized as follows:

{In thousands)

2005 2004
Borrowing Fair Value of Borrowing Fair Value of
Balance Underlying Collateral Balance Underlying Collateral
GNMA certificates $ 168,003 $ 170407 § 222287 $ 223,076
FNMA certificates 782,034 798,919 974,483 1,013,715
FHLMC certificates 972,614 981,927 485,925 511,623
CM0Os - - 141,959 146,714
US Treasury Bonds 269,105 269,670 71,211 72,402

Total $ 2,191,756 $ 2220923 $ 1,895,855 $ 1,967,530
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AtJune 30, 2005, the weighted average interest rate of the Group's repurchase agreements was 3.07% {2004 - 1.23%) and included agreements
with interest ranging from 1.90% to 3.47% (2004 — from 0.90% to 1.56%). The following summarizes significant data on securities sold under
agreements to repurchase for the years ended June 30, 2005 and 2004

{In thousands)

2005 2004
Average daily aggregate balance cutstanding ] $ 2,174,312 $ 1,597,720
Maximum amount outstanding at any month-end $ 2,398,861 $ 1,895,865
Weighted-average interest rate during the year 2.78% 2.26%
Weighted average interest rate at year end 3.07% 1.23%

Advances from the Federal Home Loan Bank

At June 30, advances from the Federal Home Loan Bank of New York (FHLB) consist of the foliowing:

{In thousands)

Maturity Date Fixed Interest Rate 2005 2004
July-2005 1.57% $ 50,000 $ 50,000
April-2006 2.48% 25,000 25,000
July-2006 2.01% 50,000 50,000
July-2006 2.13% 50,000 50,000
August-2006 ) 2.96% 50,000 50,000
April-2007 3.09% 25,000 25,000
August-2008 ) ’ T ) 4.07% 50,000 50,000
$ 300,000 $ 300,000
Weighted average interest rate 2.62% 2.62%

Advances are received from the FHLB under an agreement whereby the Group is required to maintain a minimum amount of qualifying
collateral with a market value of atleast 110% of the outstanding advances. At June 30, 2005, these advances were secured by mortgage loans
amounting to $395,942,000. Also, at June 30, 2005, the Group has an additional borrowing capacity with the FHLB of $26.8 million. At June 30,

2005, average maturity of FHLB's advances was 154 months (2004 — 29.2 months).

Term Notes

At June 30, 2005 and 2004, there was one term note outstanding in the amount of $15,000,000, with a floating interest rate due quarterly {2005
—2.83%; 2004 — 0.94%), a maturity date of March 27, 2007, and secured by investment securities with fair value amounting to $16,810,000 (2004
- $16,727,000).

Subordinated Capital Notes
Subordinated capital notes amounted to $72,166,000 at June 30, 2005 and 2004.

In Gctober 2001 and August 2003, the Statutory Trust | and the Statutory Trust I, respectively, special purpose entities of the Group, were
formed far the purpose of issuing trust redeemable preferred securities. In December 2001 and September 2003, $35 million of trust redeemable
preferred securities were issued by the Statutory Trust | and by the Statutory Trust ll, respectively, as part of pcoled underwriting transactions.
Pooled underwriting invelves participating with other bank holding companies in issuing the securities through a special purpose pooling
vehicle created by the underwriters.

The proceeds from these issuances were used by the Statutery Trust | and the Statutory Trust Il to purchase a like amount of floating rate
junior subordinated deferrable interest debentures {“subordinated capital notes”) issued by the Group. The first of these subordinated capital
notes has a par value of $36.1 million, bear interest based on 3 months LIBOR plus 360 basis points {7.12% at June 30, 2005; 5.20% at June
30, 2004) provided, however, that prior to December 18, 2008, this interest rate shall not exceed 12.5%, payable quarterly, and matures on
December 23, 2031. The second one, has a par value of $36.1 million, bears interest based on 3 months LIBOR plus 295 basis points {6.47% at
June 30, 2005; 4.55% at June 30, 2004), payable quarterly, and matures on September 17, 2033. Both subordinated capital notes may be called
at par after five years. The trust redeemable preferred securities have the same maturity and call provisions as the subordinated capital notes.
The subordinated deferrable interest debentures issued by the Group are accounted for as a liability denorninated as subordinated capital
notes on the consalidated statements of financial condition.
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In August 2004, the Group entered into a $35 million notional amount interest rate swap to fix the cost of the subordinate capital notes of the
Statutory Trust 1. This swap was fixed at a rate of 6.57% and matures on December 18, 2006. At the time the transaction was done, the cost of
fixing the rate on the additional $35 million in subordinated capital notes for the Statutory Trust H, was deemed too expensive far the Group to
absorb full coverage. The cost for the additional swap would be for a longer dated swap given the longer call date on the subordinated capital
nates, which would have effectively raise the cost on the trade.

The subordinated capital notes are treated as Tier-1 capital for regulatory purposes. On March 4, 2005, the Federal Reserve Board issued a final
rule that continues to allow trust preferred securities to be included in Tier | regulatory capital, subject to stricter quantitative and qualitative
limits. Under this rule, restricted core capital elements, which are trust preferred securities, qualifying cumulative perpetual preferred stock
{and related surplus) and certain minarity interests in consolidated subsidiaries, are limited in the aggregate to no more than 25% of a bank
holding company’s core capital elements (including restricted core capital elements), net of goodwill less any associated deferred tax
liability. In addition, the amount of restricted core capital elements {other than qualifying mandatory convertible preferred securities) that an
internationally active bank holding company may include in Tier 1 capital must not exceed 15% of the sum of core capital elements (including
restricted core capital elements), net of goodwill less any associated deferred tax liability. An internationally active bank holding company is
a bank holding company that (i) as of its most recent year-end FR Y-9C reports has total consolidated assets equal to $250 billion or more, or
{ii) on a consolidated basis, reports total on-balance sheet foreign exposure of $10 billion or more on its filings of the most recent year-end
FFIEC 009 Country Exposure Report.

Unused Lines of Credit

The Group maintains lines of credit with three financial institutions from which funds are drawn as needed. At June 30, 2005, the Group’s total
available funds under these lines of credit totaled $55,000,000 (2004 - $25,000,000). At June 30, 2005 and 2004, there was no balance cutstanding
under these lines of credit.

10. DERIVATIVE ACTIVITIES

The Group utilizes various derivative instruments for hedging purposes, as part of its asset and liability management. These transactions
involve both credit and market risks. The notional amounts are amounts on which calculations, payments, and the value of the derivatives
are based. Notional amounts do not represent direct credit exposures. Direct credit exposure is limited to the net difference between the
calculated amounts to be received and paid, if any. The actual risk of loss is the cost of replacing, at market, these contracts in the event of
default by the counterparties. The Group controls the credit risk of its derivative financial instrument agreements through credit approvals,
limits, monitoring procedures and collateral, when considered necessary.

The Group generally uses interest rate swaps and options in managing its interest rate risk exposure. Certain swaps were entered into to
convert the forecasted rollover of short-term borrowings into fixed rate liabilities for longer periods and provide protection against increases
in short-term interest rates. Under these swaps, the Group pays a fixed monthly or quarterly cost and receives a floating thirty or ninety-day
payment based on LIBOR. Floating rate payments received from the swap counterparties offset to the interest payments to be made on the
forecasted rollover of short-term borrowings thus resulting in a net fixed rate cost to the Group.

In August 2004, the group entered into a $35 million notional amount interest swap to fix the cost of the subordinate capital notes of the
Statutory Trust 1. This swap was fixed at a rate of 6.57% and matures on December 18, 2006.

The Group's swaps (excluding those used to manage exposure to the stock market and those described below used to hedge the mortgage
loans purchased) and their terms at June 30, 2005 and 2004 are set forth in the table below:

{Dollars in thousands)

2005 2004
Swaps:
Pay fix swaps notional amount $ 885,000 $ 900,000
Weighted average pay rate — fixed 3.44% 3.47%
Weighted average receive rate — floating 3.27% 1.25%
Maturity in months 4t064 3t076
Floating rate as a percent of LIBOR 100% 100%

Derivative instruments are recognized as assets and liabilities at fair value. If certain conditions are met, the derivative may qualify for hedge
accounting treatment and be designated as one of the following types of hedges: (a) hedge of the exposure to changes in the fair value of a
recognized asset or liability or an unrecognized firm commitment {“fair value hedge”); (b) a hedge of the exposure to variability of cash flows
of a recognized asset, liability or forecasted transaction (“cash flow hedge”) or (c) a hedge of foreign currency exposure {“foreign currency
hedge”).
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In the case of a qualifying fair value hedge, changes in the value of the derivative instruments that have been highly effective are recognized
in current period earnings along with the change in value of the designated hedged item. In the case of a qualifying cash flow hedge, changes
in the value of the derivative instruments that have been highly effective are recognized in other comprehensive income (loss), until such time
as those earnings are affected by the variability of the cash flows af the underlying hedged item. In either a fair value hedge or a cash flow
hedge, net earnings may be impacted to the extent the changes in the fair value of the derivative instruments do not perfectly offset changes
in the face value or cash flows of the hedged items. If the derivative is not designated as a hedging instrument, the changes in fair value of
the derivative are recorded in earnings.

Certain contracts contain embedded derivatives. When the embedded derivative possesses economic characteristics that are not clearly and
closely related to the economic characteristics of the host contract, it should be bifurcated and carried at fair value.

During fiscal year 2005, the Group bought several put and call option contracts for the purpose of economicatly hedging $100,000,000 in US
Treasury Notes. The objective of the hedge was to protect the fair value of the US Treasury Notes classified as available-for-sale. The net
effect of these transactions was to reduce earnings by $719,000. There were no put or call options at June 30, 2005.

On August 31, 2004, September 30, 2004, and March 30, 2005, the Group entered into three agreements to purchase a total $114.9 million of fixed
rate mortgage loans from a financial institution in Puerto Rico. As part of the agreements, the seller guarantees the scheduled timely payments
of principal as well as interest payable on the aggregate outstanding principal balance of the mortgage loans based on variable interest rate
equal to 150 basis points plus 90 day LIBOR. Swaps have been accounted for in the Group's consolidated financial statements to give effect
to the conversion of fixed rate loans into variable rates. These swaps are considered by management as balance guaranteed swaps because
their notional amounts, fixed interest rates and other terms match to those of the outstanding purchased mortgage loans. Since the contracts
meet with the sale accounting provisions of SFAS No. 140, “Accounting for Transfers and Servicing of Financial Assets and Extinguishments
of Liabilities,” SFAS No. 133 and related interpretations provide that these interest rate swaps be accounted for separately. Since the hedged
item and the hedging instrument have identical critical terms, no ineffectiveness is assumed and the fair value changes in the interest rate
swaps are recorded as changes inthe value of both the interest rate swaps and the mortgage loans. At June 30, 2005, the notional amaount of
these interest rate swaps and the principal batance of the mortgage loans amounted to $106,702,000; the weighted average receive floating
rate at fiscal year end was 3.47%; the weighted average pay fixed rate at year end was 6.20%; and the floating rate spread was 150 basis
points.

The Group offers its customers certificates of deposit with an option tied to the performance of the Standard & Poor's 500 stock market index.
At the end of five years, the depositor receives a specified percentage of the average increase of the month-end value of the index. if the
index decreases, the depositor receives the principal without any interest. The Group uses swap and option agreements with major money
center banks and major broker-dealer companies to manage its exposure to changes in this index. Under the tarms of the option agreements,
the Group receives the average increase in the month-end value of the index in exchange for a fixed premium. Under the term of the swap
agreements, the Group receives the average increase in the month-end value of the index in exchange for a quarterly fixed interest cost. The
changes in fair value of the swap agreements used to economically hedge the certificates of deposit are recorded in earnings in accordance
with SFAS No. 133, as amended.

Derivative instruments are generally negotiated over-the-counter ("OTC”) contracts. Negotiated OTC derivatives are generally entered
into between two counterparties that negotiate specific agreement terms, including the underlying instrument, amount, exercise price and
maturity.

Information pertaining to the notional amounts of the Group’s derivative financial instruments as of June 30, 2005 and 2004 is as follows:

Notional Amount
(In thousands)

Type of Contract: 2005 2004

Cash Flow Hedging Activities:
Interest rate swaps used to hedge:

Securities sold under agreement to repurchase 3 850,000 $ 900,000
Subordinated capital notes 35,000 -
FairValue-Hedging Activities:- .
Balance guaranteed swaps 106,703
$ 991,703 $ 900,000

: Derivatives Not Designated as Hedge:

Purchased options used to manage exposure to the
stock market on stock indexed deposits $ 186,010 $ 227,260
... .Embedded options_on_stock indexed deposits =~~~ S ] 178,478 218,884

S . $ 364,488 $ 446144
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At June 30, 2005, the contractual maturities of interest rate swaps (excluding balances guaranteed swaps) and equity indexed options, by
fiscal year were as follows:

{In thousands)
Equity Indexed
Cash Flows Options Equity Indexed
Year Ending June 30, Hedging Swaps Purchased Options Sold Total
2006 $ 325,000 $ 54,150 $ 52,369 $ 431,519
2007 410,000 58,430 55,306 523,796
2008 - 35,860 34,010 69,870
2009 - 21,760 21,218 54,978
2010 - 9,750 9,575 19,325
2011 150,000 - - 150,000
$ 885,000 $ 186,010 $ 178,478 $ 1,249,488

During fiscal years 2005, 2004 and 2003, net interest expense on interest rate swaps amounted to $10,131,000, $17,744,000, and $16,141,000,
respectively, which represent 10%, 23% and 21%, respectively, of the total interest expense recorded for such fiscal years. The average
interest rate of the interest rate swaps during fiscal years 2005, 2004 and 2003, were 1.14%, 1.15% and 1.39%, respectively.

Gains (losses) credited {charged) to earnings and reflected as “Derivatives” in the consolidated statements of income during fiscal years 2005,
2004 and 2003 amounted to {$2.8) million, $11,000 and ($4.1) million, respectively.

An unrealized loss of $6.4 million on derivatives designated as cash flow hedges was included in other comprehensive income for fiscal 2005,
(2004 - unrealized loss of $11.1 million).

At June 30, 2005 and 2004, the fair value of derivatives was recognized as either assets or liabilities in the consolidated statements of financial
condition as follows: the fair value of the interest rate swaps to fix the cost of the forecasted rollover or short term short-term borrowings and
hedge the mortgage loans purchased represented a liability of $14.9 million and $13.8 million, respectively, presented in accrued expenses and
other liabilities; the purchased options used to manage the exposure to the stock market on stock indexed deposits represented an other asset
of $19.0 million and $16.5 million, respectively; the options sold to customers embedded in the certificates of deposit represented a liability of
$18.2 million and $16.2 million, respectively, recorded in depaosits.

11. EMPLOYEE BENEFIT PLAN

The Group has a cash or deferred arrangement profit sharing plan qualified under Section 1165(e) of the Puerto Rico Internal Revenue Code of
1994, as amended (“the Code”}, covering all full-time employees of the Group who have six manths of service and are age twenty-one or older.
Under this plan, participants may contribute each year from 2% to 10% of their compensation, as defined, up to a specified amount. The Group
contributes 80 cents for each doltar contributed by an employee, up to $832 per employee. The Group’s matching contribution is invested in
shares of its common stock. The plan is entitled to acquire and hold qualified employer securities as part of its investment of the trust assets
pursuantto ERISA Section 407. Infiscal 2005, the Group contributed 8,807 (2004 — 7,195; 2003 - 6,723) shares of its comman stock with a market
value of approximately $249,000 (2004 - $194,800; 2003 - $172,700) at the time of contribution. The Group’s contribution becomes 100% vested
once the employee completes three years of service.

Also, the Group offers to its executive management a non-qualified deferred compensation plan, where executives can defer taxable income.
Both the employer and employee have flexibility because non-qualified plans are not subject to ERISA contribution limits nor are they subject
to discrimination tests in terms of who must be included in the plan. Under this plan, the employee’s current taxable income is reduced by the
amount being deferred. Funds deposited in a deferred compensation plan can accumulate without current income tax to the individual. Taxes
are due when the funds are withdrawn, at the current income tax rate which may be lower than the individual’s current tax bracket.

12. RELATED PARTY TRANSACTIONS

The Bank grants loans to its directors, executive officers and to certain related individuals or organizations in the ordinary course of business.
These loans are offered at the same terms as loans to non-related parties. The activity and balance of these loans were as follows:

{In thousands)

2005 2004
Balance at the beginning of year $ 3558 $ 3,747
New loans 2,233 85
Payments (189) (273)
Balance at the end of year $. 5,603 $ 3,559




As stated in Note 6, on June 30, 2005 the Group sold the Las Cumbres building, which was the principal property ewned by the Group, to a focal
investor and his spouse for $3,355,000. The local investor is the brother of the Chairman of the Group's Board of Directors. Also, on the same
date the Bank entered into a triple net lease agreement with the new owner of the building for a term of 10 years. Refer to Note 6 for more
information ebout this transaction.

13. INCOME TAX

Under the Puerto Rico Internal Revenue Code of 1994, as amended {the “Puerto Rico Code”), all companies are treated as separate taxable
entities and are not entitled to file consolidated returns. The Group and its subsidiaries are subject to Puerto Rico regular income tax or
alternative minimum tax (“AMT"} onincome earned from all sources. The AMT is payable if it exceeds regularincome tax. The excess of AMT
over regular income tax paid in any one year may he used to offset reguiar income tax in future years, subject to certain limitations.

The components of income tax {benefit) expense for the years ended June 30, follows:

{In thousands}

2005 2004 2003
Current income tax {benefit) expense $ (2,631) $ 5,180 $ 4,208
Deferred income tax expense 962 397 76
income tax (benefit) expense $ (1,649) $ 5,577 $ 4,284

The Group maintained an effective tax rate lower than the statutory rate of 39% mainly due to the interest income arising from certain
mortgage loans, investments and mortgage-backed securities exempt for Puerto Rico income tax purposes, net of expenses attributable to
the exempt income. In addition, the Puerto Rico Code provides a dividend received deduction of 100%, on dividends received from wholly-
owned subsidiaries subject to income taxation in Puerto Rico. In fiscal 2005, the Group generated tax-exempt interest income of $127,855,000
(2004 - $100,906,000; 2003 - $82,618,000). Exempt interest relates mostly to interest earned on obligations of the United States and Puerto Rico
governments and certain mortgage-backed securities, including securities held by the Bank's International Banking Entities.

The Bank makes pravisions for tax contingencies based on management's estimates. During fiscal year 2005, income tax expense was reduced
by $2.8 million, which represents tax contingencies no longer required. As a result, the effective income tax rate was a negative 3.0 percent at
the end of fiscal year, compared to a positive 8.1 percent in the prior year period.

The reconciliation between the Puerto Rico income tax statutory rate and the effective tax rate as reported for each of the last three fiscal

years ended June 30, follows:

{Dollars in thousands)

2005 2004 2003

Amount Rate Amount Rate Amount Rate

Statutory rate $ 21,436 39.0% $ 26,998 39.0% $ 21,686 39.0%
Increase (decrease} in rate resulting from:

Exempt interestincome, net {23,090) -42.0% (23,991) -34.7% (20,923) -37.6%

Non deductible charges 746 1.4% 1,378 2.0% 925 1.7%

Tax assessment covering prior years - 0.0% - 0.0% 1,800 3.2%

Provision /{credit) for Income Tax Assesment (2,800) -5.1% - 0.0% - 0.0%

Other items, net 2,059 37% 1,192 1.8% 796 1.4%

Income tax (benefit) expense $ {1,649} -3.0% $ 5577 8.1% $ 4284 1.7%
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Deferred income tax reflects the net tax effect of temporary differences between the carrying amounts of assets and liabilities for financial
reporting and the amounts used for income tax purposes. The components of the Group’s deferred tax asset, net at June 30, were as follows:

(In thousands)

2005 2004

Allowance for loan losses $ 2,533 $ 2,946
Deferred gain on sale of servicing rights 2,119 2,473
Deferred gain on sale of assets 130 -
Deferred loan origination fees 3,044 4,115
Charitable contributions 46 -
Other 180 -
Total deferred tax assets 8,052 9,534
Unrealized gains on derivative activities, net (86} (35}
Unrealized gains {losses) included in other comprehensive income 112 {193)
Deferred loan origination costs (1,887) {1,969)
Total deferred tax liabilities {1,861) (2197}
Deferred tax asset, net $ 6,191 $ 7,331

No valuation allowance was deemed necessary as of June 30, 2005 and 2004,

The Group benefits from favorable tax treatment under regulations relating to the activities of the Bank's IBE's. Any change in such tax
regulations, whether by applicable regulators or as a result of legislation subsequently enacted by the Legisiature of Puerto Rico, could
adversely affect the Group’s profits and financial condition.

Puerto Rico international banking entities, or IBE's, are currently exempt from taxation under Puerto Rico law. In November 2003, the Puerto
Rico's legisiature enacted a law amending the IBE Act. This law imposes income taxes at normal statutory rates on each IBE that operates as
a unit of a Bank, if the IBE's net income generated after December 31, 2003 exceeds 40 percent of the Bank’s net income in the taxable year
commenced on July 1, 2003, 30 percent of the Bank's netincome in the taxable year commenced on July 1, 2004, and 20 percent of the Bank's
net income in the taxable year commencing on July 1, 2005, and thereafter. It does not impose income taxation on an IBE that operates as a
subsidiary of a bank.

The Group has an IBE that operates as a unit of the Bank. In November 2003, the Group organized a new |BE that operates as a subsidiary
of the Bank. The Group transferred as of January 1, 2004 most of the assets and liabilities of the IBE unit to the new subsidiary, to maintain
the income tax exemption of such activities. Although this transfer of IBE assets allows the Group to continue enjoying tax benefits, there
cannot be any assurance that the [BE Act will not he modified in the future in a manner to reduce the tax benefits available to the new IBE
subsidiary,

On August 1, 2005 the Puerto Rico Legislature approved the Law No. 41 “Law of the Educational Future of the Puerto Rican Children”. The law
imposes an additional tax of 2.5 % on taxable net income. This law is applicable to all corporations and partnerships with a taxable netincome
over $20,000, according to part (a) of Section 1015 of the Puerto Rico Internal Revenue Code of 1994. The law will be effective for tax years
beginning after December 31, 2004 and finish on or before December 31, 2006. Also the effectiveness of this law is subject to the final approval
of the Joint Resolution of the Legislature Number 445, concerning the General Budget for the 2005-2006 fiscal year.

14. COMMITMENTS
Loan Commitments

At June 30, 2005, there were $18,191,000 {2004 - $18,382,000) of unused lines of credit provided to customers and $38,140,000 (2004 - $10,273,000)
in commitments to originate commercial loans. Commitments to extend credit are agreements to lend to customers as long as there is no
violation of any condition established in the contract. Commitments generally have fixed expiration dates and may require payment of a fee.
Since the commitments may expire unexercised, the total commitment amounts do not necessarily represent future cash requirements. The
Group evaluates each customer's credit-worthiness on a case-by-case basis. The amount of collateral obtained, if deemed necessary by the
Group upon extension of credit, is based on management's credit evaluation of the customer.
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Lease Commitments

~T"The Group has entered into various operating lease agreements for branch facilities and administrative offices. Rent expense for fiscal 2005

amounted to $2,963,000 (2004 - $2,873,000; 2003 ~$2;808,000). “Future rental commitments-under terms- of leases in- effect at June-30; 2005,

exclusive of taxes, insurance and maintenance expenses payahle by the Group, are summarized as follows:

Minimum Rent

Year Ending June 30, {In thousands)

2006 $ 2,748

2007 2,310

2008 2,167

2009 2,107

2010 1,958
Thereafter 5,974

$ 17,264

On July 6, 2004, the Group announced plans for its new headquarters, Oriental Group Tower, which will consolidate all corporate offices
and support facilities into a building under construction at Professional Offices Park in San Juan, Puerto Rico. The Group will be the anchor
tenant by leasing 55,336 square feet office space in the fourth, fifth and sixth floors, at $22.63 per square fest, excluding taxes, insurance
and operating expenses, which will be charged separately. At present the Group’s executive offices, the main offices of Qriental Financial
Services, as well as several support facilities of the Group, are located at two different buildings within the Professional Offices Park facilities,
and at the Tres Rios Building located in Guaynabo, Puerto Rico. All these facilities will be relocated to the new building. Occupancy of the new
building is expected in March 2006, subject to compietion of the building. The lease term will be for 10 years and will commence on the date
that the premises are ready for occupancy.

On June 30, 2005, the Group sold Las Cumbres building, a two-story structure located at 1990 Las Cumbres Avenue, San Juan, Puerto Rico.
Also, on the same date, the Bank entered into a triple net lease agreement with the new owner for a period of 10 years. In summary, the lease
contract provides for an annual rent of $324,000 or a monthly rent of $27,000, for 13,200 square feet, including 42 parking spaces. During the
lease term, the rental fee will increase by 6% every three years, except for the last year on which the increment will be 2%. The transaction
was accounted for accordance to the provisions of SFAS 13, as amended by SFAS 98, “Accounting for Leases: Sale-leaseback Transactions
Involving Real Estate,” and accordingly, the lease portion of the transaction was classified as an operating lease and the gain on the sale
portion of the transaction was deferred and will be amortized to income over the lease term (10 years) in proportion to the related gross rental
expense for the leasedback property each period.

15. LITIGATION

On August 14, 1998, as a result of a review of its accounts in connection with the admission by a former Group officer of having embezzled funds,
and manipulated bank accounts and records, the Group became aware of certain irregularities. The Group notified the appropriate regulatory
authorities and commenced an intensive investigation with the assistance of forensic accountants, fraud experts and legal counsel. The
investigation determined losses of $9.6 million ($5.8 net of tax) resulting from dishonest and fraudulent acts and omissions involving several
former Group employees, which were submitted to the Group’s fidelity insurance policy {“Policy”) issued by Federal Insurance Company, Inc.
{“FIC"). In the opinion of the Group's management, its legal counsel and experts, the losses determined by the investigation were covered by

the policy. However, FIC denied all claims for suchi losses. On August T1, 2000; the Group filed & lawsuit in the United States District Court for
the District of Puerto Rico against FIC, a stock insurance corporation organized under the laws of the State of Indiana, for breach of insurance
contract, breach of covenant of good faith and fair dealing and damages, seeking payment of the Group’s $9.6 million insurance claim foss and
the payment of consequential damages of no less than $13.0 million resulting from FIC's capricious, arbitrary, fraudulent and without cause
denial of the Group’s claim. The losses that resulted from such dishonest and fraudulent acts and omissions were recognized in prior years.
Legal and other expenses related to this claim were expensed in the current and prior years.

In addition, the Group and its subsidiaries are defendants in a number of legal proceedings incidental to their businesses. The Group is
vigorously contesting such claims. Based upon a review by legal counsel and the development of these matters to date, management is of the
opinion that the ultimate aggregate liability, if any, resulting from these claims will not have a material adverse effect on the Group’s financial
condition or results of operations.
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16. FAIR VALUE OF FINANCIAL INSTRUMENTS

The reported fair values of financial instruments are based on either quoted market prices foridentical or comparable instruments or estimated
based on assumptions concerning the amount and timing of estimated future cash flows and assumed discount rates reflecting varying
degrees of risk. Accordingly, the fair values may not represent the actual values of the financial instruments that could have been realized as
of year-end or that will be realized in the future.

The fair value estimates are made at a pointin-time based onthe type of financial instruments and related relevant market information. Quoted
market prices are used for financial instruments in which an active market exists. However, because no market exists for a portion of the
Group's financial instruments, fair value estimates are based on judgments regarding the amount and timing of estimated future cash flows,
assumed discount rates reflecting varying degrees of risk, and other factors. Because of the uncertainty inherent in estimating fair values,
these estimates may vary from the values that would have been used had a ready market for these financial instruments existed.

These estimates are subjective in nature and involve uncertainties and matters of significant judgment and, therefore cannot be determined
with precision. Changes in assumptions could affect these fair value estimates. The fair value estimates do not take into consideration the
value of future business and the value of assets and liabilities that are not financial instruments. Other significant tangible and intangible
assets that are not considered financial instruments are the value of long-term customer relationships of the retail deposits, and premises
and equipment.

The estimated fair value and carrying value of the Group's financial instruments at June 30, is as follows:

{In thousands}
2005 2004
Fair Value Carrying Value Fair Value  Carrying Value
Financial Assets:
Cash and due from banks $ 14,892 $ 14,892 $ 9,284 $ 9284
Maney market investments 9,791 9,791 7,147 7,747
Time deposits with other banks 30,000 30,000 - -
Trading securities 265 265 574 574
Investment securities available-for-sale 1,029,720 1,029,720 1,527,407 1,527,407
Investment securities held-to-maturity 2,142,708 2,134,746 1,275,534 1,282,862
FHLB stock 27,058 27,058 28,160 28,160
Securities sold but yet not delivered 1,034 1,034 47,312 47,312
Total loans (including loans held-for-sale} 917,721 907,391 730,335 743,456
Equity options purchased 18,999 18,999 16,536 16,536
Accrued interest receivable 23,735 23,735 19,127 19,127
Financial Liabilities:
Deposits, including accrued interest 1,247,805 1,252,897 1,035,841 1,024,343
Securities sold under agreements to repurchase 2,191,507 2,191,756 1,895,865 1,895,865
Advances from FHLB 297,123 300,000 294,658 300,000
Subordinated capital notes 72,166 72,166 72,166 72,166
Term notes 15,000 15,000 15,000 15,000
Federal funds purchased 12,310 12,310 - -
Securities and loans purchased but not yet received 22,772 22,772 89,068 89,068
Accrued expenses and other liabilities 42,584 42,584 34,580 34,580

{In thousands)

2005 2004
Contract or Contract or
National Amount Fair Value Notional Amount Fair Value
0ff-Balance Sheet ltems:
Liabilities:
Commitments to extend credit $ 38,140 $§  (763) $ 10,273 $ (2w
Unused lines of credit 18,191 (364) 18,382




The following methods and assumptions were used to estimate the fair values of significant financial instruments at June 30, 2005 and 2004;

» Cash and due from banks, money market investments, time deposits with other banks, securities sold but not yet delivered, accrued
interest receivable and payable, securities and loans purchased but not yet received, federal funds purchased, accrued expenses and other
liahilities have been valued at the carrying amounts reflected in the Consolidated Statements of Financial Condition as these are reasonable
estimates of fair value given the short-term nature of the instruments.

* The fair value of trading securities and investment securities available for sale and held to maturity is estimated based on bid quotations
from securities dealers. If a quoted market price is not available, fair value is estimated using quoted market prices for similar securities.

" Investments in FHLB stock are valued at their redemption-value.

* The estimated fair value of loans held-for-sale is based on secondary market prices or contractual agreements to sell. The fair value
of the loan portfolio has been estimated for loan portfolios with similar financial characteristics. Loans are segregated by type, such as
commercial, real estate mortgage and consumer. Each loan category is further segmented into fixed and adjustable interest rates and by
performing and non-performing categories. The fair value of performing loans is calculated by discounting contractual cash flows, adjusted
for prepayment estimates, if any, using estimated current market discount rates that reflect the credit and interest rate risk inherent in the
loan. The fair value for significant non-performing loans is based on specific evaluations of discounted expected future cash flows from the
loans or its collateral using current appraisals and market rates.

« The fair value of non-interest bearing demand deposits, savings and NOW accounts is the amount payable on demand at the reporting
date. The fair value of fixed-maturity certificates of deposit is based on the discounted value of the contractual cash flows, using estimated
current market discount rates for deposits of similar remaining maturities.

» For short-term borrowings, the carrying amount is considered a reasonable estimate of fair value. The fair value of long-term borrowings
is based on the discounted value of the contractual cash flows, using current estimated market discount rates for borrowings with similar
terms and remaining maturities.

* The fair value of interest rate swaps [excluding balance guarantee swaps) and index option contracts were estimated by management
based on the present value of expected future cash flows using discount rates of the swap yield curve and considering prepayment
assumptions for similar mortgage loans. These fair values represent the estimated amount the Group would receive or pay to terminate the
contracts taking into account the current interest rates and the current creditworthiness of the counterparties.

» The fair value of commitments to extend credit and unused lines of credit is based on fees currently charged to enter into similar
agreements, taking into account the remaining terms of the agreements and the counterparties’ credit standings.

17. SEGMENT REPORTING

The Group segregates its businesses into the following major reportable segments of business: Banking, Treasury and Financial Services.
Management established the reportable segments based on the internal reporting used to evaluate performance and to assess where to
allocate resources. Other facters such as the Group’s organization, nature of products, distribution channels and economic characteristics of
the products were-also considered-inthe determination-of.the reportable segments. The Group measures the performance of these reportabie

" ‘'segmentsbased 6n pre-established goals-of differentfinancial parameters such as netincome, net interest income, loan production, and fees

generated.

Banking includes the Bank’s branches and mortgage banking, with traditional banking products such as depasits and mortgage, commerciat
and consumer loans. The'mortgage banking activities are-earried out by the Bank's mortgage banking divisicn, whose principal activity is to
originate and purchase mortgage loans for the Group’s own portfolio. From time to time, if conditions so warrant, it may sell loans to other
financial institutions or securitize conforming loans into GNMA, FNMA and"FHLMC certificates using another institution as issuer. The other
institution services mortgages included in the resulting GNMA, FNMA, and FHLMC pools. The Group also sells the rights to service mortgage
loans to others.

The Treasury segment encompasses all of the Group’s assets and liabilities management activities such as: purchases and sales of investment
securities, derivatives and borrowings.

Financial services are comprised of the Bank's trust division {Orienta! Trust), the securities brokerage subsidiary {Oriental Financial Services),
the insurance agency subsidiary {Oriental Insurance), and the pension plan administration subsidiary (CFC). The core operations of this
segment are financial planning, money management and investment brokerage services, insurance sales activity, corporate and individual
trust services, as well as pension plan administration services.
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Intersegment sales and transfers, if any, are accounted for as if the sales or transfers were to third parties, that is, at current market prices.
The accounting policies of the segments are the same as those described in the “Summary of Significant Accounting Policies”. Following are
the results of operations and the selected financial information by operating segment as of and for each of the three-year in the period ended

June 30:

Year ended June 30, (Dollars in thousands)

Financial Total Major
Banking Treasury Services Segments Eliminations Total

Fiscal 2005

interestincome $ 79,220 $ 110,033 $ 59 $ 189,312 $ $ 189,312
Interest expense {44,676) (58,223) - (102,899) (102,899)
Net interest income 34,544 51,810 59 86,413 86,413
Non-interest income 14,234 6,141 14,510 34,885 34,885
Non-interest expenses (50,923) (1,458) {10,639) (63,020) - (63,020)
Intersegment revenue 3,684 - - 3,684 (3,684) -
Intersegment expense - {558) {3,126) (3,684) 3,684 -
Provision for loan losses (3,315} - - {3,315} (3,315)
Income (loss) before income taxes $ (1.776) $ 55935 $ 804 $ 54963 $ - $ 54,963
Total assets as of June 30, $ 977,083 $ 3,655,639 $ 9,592 $ 4,642.314 $  (391.662) $ 4,250,652
Fiscal 2004

interest income $ 52,126 $ 112174 $ 85 $ 164,385 $ $ 164385
Interest expense {17,109} {60,065} - (77.174) {12.174)
Net interest income 35017 52,109 85 87.211 - 87.211
Non-interest income 14,748 13,575 17,7111 46,034 46,034
Non-interest expenses (42,524) (3,254) (13,654) (59,432) - {59,432)
Intersegment revenue 2,964 - 1,028 3,992 {3,992) -
Intersegment expense - (392) (3,600) {3,992) 3,992 -
Provision for loan losses (4,587} - - (4,587) - (4,587)
Income hefore taxes $ 5618 $ 62,038 $ 1570 $ 69,226 3 - $ 69,226
Total assets as of June 30, $ 771,483 $ 3,096,449 $ 12,342 $ 3,880,274 $  (154,579) $ 3,725,695
Fiscal 2003

Interestincome $ 51,486 $ 100,176 $ 84 $ 151,746 $ $ 151,746
Interest expense (20,312) (57,023) - {77,335} (77,335)
Net interest income 31,174 43,153 84 74411 74,411
Non-interestincome 13,350 10,766 14,923 39,039 39,039
Non-interest expenses (41,424} (2,850} (9,382) (53,656} {53,656}
Intersegment revenue 4,888 - 276 5,164 (5,164) -
Intersegment expense {2,136) {329) (2,699) {5,164) 5,164 -
Provision for loan losses {4,180} - - {4,190} - {4,190)
Income before taxes $ 1,662 $ 50,740 $ 3.202 $ 550604 $ - $ 55,604
Total assets as of June 30, $ 822,681 $ 2,423,203 $ 9,746 $ 3,255,630 $  (215,079) $ 3,040,551
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18. ORIENTAL FINANCIAL GROUP INC. (PARENT COMPANY ONLY) FINANCIAL INFORMATION

of the Federal Reserve Board, the Group must obtain approval from the Federal Reserve Board for any dividend if the total of all dividends
declared by it in any calendar year would exceed the total of its consolidated net profits for the year, as defined by the Federal Reserve
Board, combined with its retained net profits for the two preceding years. The payment of dividends by the Benk to the Group may also be
affected by other regulatory requirements and policies, such as the maintenance of certain regulatory capital levels. Cash dividends paid by
the Bank to the Group amounted to $5,000,000, $23,000,000 and $11,500,000 for the years ended June 30, 2005, 2004 and 2003, respectively.

The following condensed financial information presents the financial position of the Parent Company Only as of June 30, 2005 and 2004 and
the results of its operations and its cash flows for each of the three years in the period ended June 30, 2005:

ORIENTAL FINANCIAL GROUP INC.
CONDENSED STATEMENTS OF FINANCIAL POSITION

The principal source of income for the Group consists of dividends from the Bank. As a bank holding company subject to the regulations

(Parent Company Only)
As of June 30,
{In theusands) 2005 2004
ASSETS
Cash and cash equivalents $ 15489 $ 10,926
Investment securities available-for-sale, at fair value 11,734 12,240
Investment securities held-to-maturity, at amortized cost 11,130 11,134
__Investment in bank subsidiary, at equity metod 247,000 180,737
Investment in nonbank subsidiaries, at equity metod 10,054 12,607
Due fron bank subsidiary 119,954 140,602
Other assets 2,221 2,231
Total assets $ 417,582 $ 370,477
LIABILITIES AND STOCKHOLDERS’ EQUITY
Dividend payable $ 3487 $ 3081
Due to nonbank subsidiaries 175 126
Subordinated capital notes 72,166 72,166
Deferred tax liability, net 152 155
Accrued expenses and other liabilities 435 282
Total liabilities 76,415 75,810
Stockholders’ equity 341,167 294,667
Total liability and stockholders' equity $ 417,582 $ 370,477
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CONDENSED STATEMENTS OF INCOME AND OF COMPREHENSIVE INCOME
{(Parent Company Gnly)

Year Ended June 30,
{In thousands) 2005 2004 2003
Income:
Dividends from bank subsidiary current year earnings $ 5,000 $ 23,000 $ 11,500
Dividends from nonbank subsidiary current year earnings 121 143 57
Interestincome 1,287 1,744 2,81
Investment and trading activities, net and others - 1,952 278
Total income 6,408 26,839 14,646
Expenses:
Interest expense 4,325 3,005 2,006
Operating expenses 2,656 1,511 1,128
Total expenses 6,981 4,516 3134
Income (loss} before income taxes (573} 22,323 11,612
Income tax benefit (expense) - - (202)
Income (loss) before changes in undistributed earnings of subsidiaries (573) 22,323 11310
Equity in undistributed earnings from:
Bank subsidiary 59,679 40,256 39,525
Nonbank subsidiaries (2,494) 1,070 485
Net income 56,612 41,326 51,320
Other comprehensive loss, net of taxes 6,979 (45,053) {7,139)
Comprehensive income $ 63,591 $ 18,596 $ 44,181
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STATEMENTS OF CASH FLOWS FOR FISCAL YEARS ENDED JUNE 30, :

(In thousands) 2005 2004 2003

Cash flows from operating activities:

Netincome $ 56,612 $ 63,649 $ 51,320
Adjustments to reconcile net income to net cash provided by operating activities:
Equity in earnings from banking subsidiary {59,679} (40,256) (39,525)
Equity in losses {earnings) from non-banking subsidiaries 2,494 {1,070} (485)
Net amortization of premiums on investment securities g 61 208
Realized gain on safe of investments - (1,952} (300)
Deferred income tax expense (benefit) - 202
Decrease (increase) in other assets 63 (74) 99
Increase { decrease) in accrued expenses and liabilities 541 513 (786)
Total adjustments {56,572) {42,778) {39,877)
Net cash provided by operating activities 40 20,871 11,443

Cash flows from investing activities:

Purchase of investment securities available for sale - - {18,236)
Redemptions and sales of investment securities available-for-sale 507 26,676 11,367
Redemptions of investment securities held-to-maturity 4 4 -
Net decrease lincrease) in due from bank subsidiary, net 20,648 {140,602} -
Acquisition of and capital contribution in non-banking subsidiary - {1,083) {1,581)

Net cash provided by {used in) investing activities 21,159 (115,005) {8,460)

Cash flows from financing activities:

Netincrease {decrease) in securities sold under agreements to repurchase - (7,599) 7,599
Proceeds from exercise of stock options 4,507 5,896 5,086
Netincrease in due to nonbank subsidiaries, net 49 65 52
Netincrease (decrease) in due to bank subsidiaries, net - (2,005) 1,495
Net proceeds from issuance of preferred stock - 33,057 -
Net proceeds from issuance of commeon stock (10) 51,560
Net proceeds from issuance of subordinated notes payable to nonbank subsidiary - 35,043 -
Purchase of treasury stock (3,263) (499) {2,214)
Dividends paid {17,919) {15,014} {11,395)
Net cash provided by {used in) financing activities (16,636) 100,504 623
Increase in cash and cash equivalents 4,563 6370 3,606
Cash and cash equivalents at beginning of year 10,926 4,556 950
Cash and cash equivalents at end of year $ 15,489 $ 10,526 § 4556

19. SUBSEQUENT EVENTS

On-August 30; 2005, the-Group’s.Board of Directors (the "Board) approved and amendment to Section { of Article IX of the Group’s By-Laws to
change its fiscal year to a calendar year. The Group’s fiscal year was from July 1 of each year to June 30 of the following year. The Group’s
transition period will be from July 1, 2005 to December 31, 2005.

Also, on August 30, 2005, the Board approved a new stock repurchase program for the repurchase of up to $12.1 million of the Group’s
outstanding shares of common stack, which will replace the previous program approved on March 27, 2004.
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General Information

Main Office

Carr. #1, km 15.1

Marginal San Roberto 1000
Professional Offices Park SE, 4th Floor
San Juan, PR 00927

Telephone: (787) 771-6800
www.orientalonline.com

Transfer Agent and Registrar

American Stock Transfer & Trust Company
6201 15th Avenue

Brookiyn, NY 11219

Telephone: (718) 921-8275

Dividend Reinvestment Plan

Patrick J. Dunn

Oriental Financial Services

PO Box 195119

San Juan, PR 00919
Telephone: (787) 474-1993
Facsimile: (787) 474-1997
E-mail: pdunn@orientalfg.com

Independent Certified
Public Accountants

Deloitte & Touche LLP
Hato Rey Tower, 268 Mufioz Rivera Ave.
San Juan, PR 00918-9923

Form 10-K

Annual Report on Form 10-K filed with
the SEC is available on request from:
Oriental Financial Group

Investor Relations c/o

Anreder & Company

10 E. 40th Street Suite 1308

New York, NY 10016

Telephone: (212) 532-3232 or (800) 421-1003

Facsimile: (212) 679-7999
E-mail: ofg@anreder.com

Annual Meeting

The Annual Meeting of Stockholders

will be held October 25, 2005 at 10:00 AM
Conference Room 9-A

McConnell Valdés Offices

270 Mufioz Rivera Avenue, 9th Floor

Hato Rey, PR 00918

Branch Offices

Metropolitan Region
Rio Piedras — San Roberto
Bayamon

Caguas Bairoa

Carolina

Carolina Escorial

Hato Rey — Ponce de Ledn
Las Cumbres

Galeria San Patricio
Caguas HIMA

Hato Rey — Chardén Tower
Miramar

Eastern Region

Ceiba

Fajardo

Guayama

Humacao Pueblo

Las Piedras

Naguabo

Humacao Oriental Center
San Lorenzo

Yabucoa

Western Region
Arecibo

Cayey

Mayagez

Ponce
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